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CHAPJER I 

1HE PRESIDENCY SYS~ 

The acqui8ition of territories in India was made 
piecemeal by the East India ComPany. By the 
time the Britislt merchants in India found them
selves in possession of some measure of political. 
authority. three Presidencies had grown up in 
. different parte of the country. These Presi
dencies were practically independent of one 
another in financial as well as adminiatrative 
matter8. They wer~ all 8ubject to the authority 
of the Court of Directors of the Company in 
England. and each of them had direct relationa 
with that body. In 17i3. the Regulating Act gave 
Bengal • poeitiau of ascendancy over th~ othe 
Presidencies. when the title of Governor-General 
was conferred on the administrative head of that 
province. Though he was not made the ~
General of India. he was given the powe-; in 
concuxrence with hia Council. of euperintending 
and controlling the other Presidencies in the matter 
of declaration of _ or 'conllnentc;ment of 

• 



2 PROVINCIAL FINANCE 

hostilities.1 The Presidency Governments were 
further required to tr~mit constantly and diligently 
to the Governor-General and Council of Bengal 
information on all transactions and matters relating 
to the government. revenues. or mlerests of the 
Company." 

By Pitt's India Act of 1784. the Government 
of Bengal was designated as the Supreme 
Government.' The powers of the Governor
General and Council were also enlarged. to some 
extent •. under its provisions.' The Charter Act Qf 
1793. while it vested the government and manage
ment of territorial acquisitions and tevenues of the 
Presid~ncies of Madras and Bombay in a Governor 
'and three Councillors each. invested the Governor
General of Bengal in Council with full power and 

• k.y I'I-eoiclcat and Councd of Madra. Bam""", .. Beacoolcn, 
who oJIendcd ID an;!' of thee ........ _de liable to be ouopencIed 
by orde .... f the COVefDor-G ... ....J aDd Counc:il. l"hq were directed 
to pay due ~ to such order. .. they miaht recoin. toucruq 
the pram- from the Covernor-Gen....J and Councd. 

• Section 9. 
• Section 18. 

Section 'I of PiU'. IDdia Act nma _ foDowa: 
, And be it Enrth .. enacted that, the GoYemOf.c ...... 1 ..... 

Councd of Fort William .EoreMid ahaII have power aDd oathorily to 
superiDleDd, _,,01 anol dired the oevend Preoiclenciea and Govern
men .. DOW ... hereoftcr to be erected ". eotobliahed In the Eut Jodi .. 
by the. ooId United CoonPan;!', In all auch poin .... relate to an;!' 
trlLllUCtieD.l with the C01l.Qtq powen. or 10 war ... peace. ... to the 
1IrPP1kati0D ;'f the revenue. 01' farc:ee oJ ... ch P,.dmrin .. d edtle
meDta ill time of war, or aQJ' weh other poizat8 .. ab.U. from lime to 

time. be opeeial/y ref_cd by the Conrt of Dir ....... of the ooid Com· 
_ to their _C{iuleDcIenee ... d 0DDtr0I • 

• ." 



nIE PRESIDENCY SYSTEM . ' 
authority to 8uperintend. <;antrol and direct the 
aeveral Presidencies of fort St. George and 
Bombay and all other Governments. in all 8uch 
pointe' as might relate to any negotiations « 
traneac:tions with the c:ountry powers. or levying 
war. or making peace. or the c:ollection « appli
cation of the revenues. or the military or civil 
lovernment of the Presidencies or territories, I 
It wae,further provided that the Presidency Govern.
ments were to be bound'to obey the «ders and 
directions of the Governor-General in Counc:if. in all 
caeee whatsoever. except only where they should 
have received Positive orders and instructions from 
the Court of Directors « the Board of Control to 
the contrary.' 

The powers entrusted to the Govem«-General 
in Counc:il by these lWovWone were of a 1Om00 

what indefinite character. and might be interpaeted 
to live him complete. control Oft!' the' other 
Preeidenc:iee. Probably this was the iIlentiOll of 
Parliament. But in Practice ... was tts cued by 
the Court of DirectoR. the Supreme· Governmeot 
made little eerciae of ita .uperintending authoriw. 
and _ that little excn:iee of it was geDerBlly 
made .. when it was too late to be made with real 
dect. nameb'. after the aubordinate Government 
had taken ibl coune. thus losing the c:haratter of 
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II 
control and responsibility. and retaining only that 
of ex post facto intervention-a -sort of interven
tion always invidious. and in most cases nothing 
but invidious. because what was really done. 
however open to censure. was beyond the reach 
of recall or correction." J 

, Till the year 1833. the financial sYstem of the 
three Presidencies remained. to some extent. dis
tinct and separate. The Governments of Madras 
and Jlombay were lafgely independent of the 
Government of Bengal in the exercise of their 
financial authority. The Governor-General in 
Council in the case of Bengal. and the Governor 
jn Council in Madras or Bombay. po~ the 

"power to levy taxes and duties and to incur 
necessary expenditure. subject to the direction 
and control of the Court' of Directors and the 
India Board. There was no authoritY on the 
part of the Governor-General in Council of 
Bengal t; impose any taxes on the other Presi
dencies. Considerable divergences existed in res
_pect of methods of taxation 'and financial prace
due in the three Presidencies, For the purpose of 
presentation to Parliament. statements were pre
pared showing the accounts of India as a whole 
as well as the separate accounts of the different 
Presidencies. It is not clear whether the income 

• D..".,,·/rom the Coarl 0/ Di_. dated the lOtIt 0-
beo-. 1834 • ........ 4h at. ..... Ai 



• 1HE PRESIDENCY SYSlDI ~ 

-aajwed &om the entire country was ~ as 
"ODe fund ; bot' the _ues of one Presidency 

were oEteo employed in m: 'jng de6cits in the 
other PresicJmdee. 

A few _de may here be said about the 6nan
cial aituatioo in each of the three Presidencies. 
"The UlDual _ue lind expenditure of S.mgal. 
OIl an aftl'age of the am years which followed 
the IlOIIJIiaitioo of the DiuHlni. were £2.202.207 lind 
£1.~04.9J.4 respectively." Jhe acx:ounts of the 
Madras Presidency during this period were as 
foUowa: average UlDUal revenue. £405.191 ; 
expenditure. £~95.920. The accounts of Bombay 
were Ul a atill amaller acale. namely. average 
annual revenue. £76.057.; expenditure. £306.391: 
It will thua be aeen that while aubstantial aur
pluaee were realiaed in Ben"al. both Madr.. lind 
Bombay had larae ddicita. The 8enaal aurplusea 
were utiliaed in makill" lood the dcficienciea of 
the other Preaidenciea. in meetin" the etpenditure 
incurred in Bencoolen and St. Helena. ud in 
purchuina inveetmenta. The reault waa that. 
althou"h the income of the province __ laru. 
the financial poeition of Ben"al __ prevoted 
from becomina atronR. In fact. the annual drain 
on her reeourcea bealln aradually to undlllmine 

'. her finIIDcial poeition. In 1768. Covernor V .. lat 
wrote ~ .. The areal demanda which have '-" 
made OIl this Presidency from every quarter ha .. 
reduced the lreuUlJ to a very~w Ittlte. and ... .. .. 
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alarm us for the consequences which must inevit= 
ably attend such a vast exportation from this' 
country," 

In 1770, Bengal was visited by one of the 
most dreadful famines known to history. but the 
revenue realisations of this year did not fall much 
below those of the previous year. The financial 

. positions of the different provinces during the 
next eight years may be gathered from the .follow
ing annual averages .: Bengal.-revenue. £2.626. 
519"; expenditure. £1.435.789; Madras.
revenue. £496.476; expenditure. £468.390; 
Bombay,-revenue. £ 169.452; expenditure. 
£396.451. In each of these eight year. there 

. 'was a large surplus in Bengal. the total amount 
of the surpluses being. over eight and a half 
million pounds sterling. ' In Madras. surpluses 
were realised in six of these years. while two of 
them exhibited deficits. ~e net reirult being a 
s~a1l surplus of £224.710. The position of 
Bombay was throughout this period one of recur
ring deficits. the total amount of which was no 
less than £ 1.814.890. The deficiency was made 
good by means of aids received from Bengal. 
which came up to a total of £ 1.852.527.1 

The administration of Bengal was. during all 
these years except the first. under the control of 
YI arren Hastings: The remaining period of 

./ • FormIt,..,., D/ 1M C.......at.o D/ S-. 1711l. 
'1 .... 

• 



• THE P~ESIDENCY SYSTEM 7 

"Haltings 'I administration was one of financial diffi
·culty. Thil was due to a large increase in expen
diture and a substantial diminution in income. 
Bengal'l revenues. as usual. were more than 
lufficient to meet her expenditure. But year after 
year. she was called upon to meet the deficie~cies 
of the other Presidencies and to finance most of the 
,chemes of conquest. In 1780. Sir Eyre Coote. 
then Commander-in-chief. wrote to the Governor
General and hil Council informing them that 
the treasury at Madras was empty. and thaf the 
immediate needs at Fort St. George would rather 
exceed leven lakhl of rupees per month. II every 
cowrie, of which must "Come from Bengal. as he 
found there were no resources from which. single 
pagoda could be expected." In a letter to the 
India House. the Commander-in-chief lamented 
the necessity there wal of •• both the army and 
the inhabitants. in the state in which the country 
then was. being mainlained chidly by supplies 
from Bengal." 1 • 

At last. the various wan which were undertaken 
for the expansion of the Company', territories. 
and the inordinate demands of the other Presiden
cies. brought 8engaI on the verge of • fiDancial 
disaster. The belief 10 far indulged in that the 
revenues of 8engaI were II an inexhaustible
fund upon which the other -Presidencies might 

, ,-" R.-., 1M c ___ ., ...... I7Q. ~ ., 



8 PROVINCIAL FINANCE 

draw without limit." no longer proved true. In 
the concluding year of Hastings's administration. 
there was a -deficit amounting to a million and a 
half pounds sterling. and for the following 
year. another deficit of a similar amount was 
estimated. Mr. Macpherson. immediately after 
~g charge of the administration as Acting 
Governor-General. wrote to the Directors: .. The 
public distress was never so pressing as at this 
moment. The season of the heavy collections is 
over; the demands of Madras and Bombay are 
most pressing. and our arrears of the army 
are upwards of fifty lacs." 1 

Mr. Macpherson took immediate steps to meet 
. the situation. The Court of Directors also enjoin
ed a policy of strict econo~y. The total revenue 
of the British possessions in. India in the year 1785-
86 was £5.250.153. The largest share of it 
amounting· to £4.527.283. was derived from 
Bengal; Madras cam~ next with £588.524; while 
the share of Bombay did not exceed £ 134.346. In 
the first India Budget presented to Parliament by 
l-Ienry Dundas in 1789. the revenues of the three 
Presidencies were stated to be: Bengal. £5.182.000. 
Madras. £1.082.000. Bombay. £131.000. 

Lord Cornwallis followed a policy of economy. 
and one of the measures of retrenchment SUggested 

• 
• Leu... dlIlefl the 4th MIUCIo. 1785. q~ iD Fon ... S.I.di_ 

i' lrom SIG,.. ~ __ .' ~d ComUJGlIU. Vol. I, p. 7. 

so- "iii 
• 



THE PRESIDENCY SYSTEM 9 

by him was the almost entire abolition of the 
Bombay establishment. The proposal. however. 
was not accepted by the authorities in England. 
The quinquennium 1786-87 to 1791.92 witnessed 
a alight increase· in the revenue. During this 
period. Bengal ahowed an aggregate surplus of 
over ten million pounds sterling. But in Madras 
there was an aggregate deficiency of twelve 
milliolll. Nor was Bombay far behind Madras 
in this respect. her total deficit during the period 
amounting to about ten million pounds.1 

The mild and economical rule of Sir John 
Shore was reflected in the prosperous condition of 
India'. finances. But the aggressive wars of Lord 
Wellesley again caueed financial trouble. The 
peace which Cornwallis succeeded in restoring. 
during his second term of office, enabled his 
successor, Sir George Barlow. to adopt once more 
a policy of economy. Out of this period of seven
teen yearI. sixteen were yearI ofsurplua in Bengal, 
and a deficit occurred in this Presidency in only 
one year. The total revenue of Bengal during the 
whole period ezceeded the total charges, including 
interest, by £27.409.097. 

In the Presidency of Madras. the charges al
ways ezceeded the revenues. em:ept during the two 

yearI in which the casual payments made by T lp\l • 
• R-.« ..... C_ ilfw4' . ..., ...... c-t.n.... • 

.... E.tloo.lieC_.IM 

2 



10 PROVINCIAL FINANCE 

Sultan, in consequence of the treaty of Serin
gapatam, were included. On the whole, the defi
ciency in Madras amounted to £ II , 193,883. In 
the Bombay Presidency, the revenues were never 
sufficient to defray the charges, and the total excess 
of expenditure during this period amounted to 
£ 18,385,745.' 

The political accounts of the Company were 
separated from their commercial accounts under 
the provisions of the Charter Act of 1813. During 
the peJiod 1814-15 to 1828-29, the aggregate 
revenues of the Presidencies were as follows: 
Bengal, £ 196, 121,983: Madras, £82,042,967: 

'Bombay, £30,986,970. The total charges were: 
Bengal, £167,747,449.:. Madras, £86,129,351: 
Bombay, £46,970,709. Throughout this period, 
substantial surpluses were realised in' Bengal, 
while the normal condition of the other Pre
sidencies and subordinate territories was one of 
deficit. As Ii matter of fact, the annual Bengal 
surplus during these fifteen years amounted, on an 
average, to £1,891,635. Madras showed an 
'mlnual average deficiency of £205,758. The 
deficiency in the Bombay Presidency was even 
larger, amounting, on an average, to £1,081,595 
a year. In consequence of the large surpluses. 
realised from Bengal, there w~ during this period, 

./ • Re/>Orl 011"" Select Commiltee OIl the AHairo oIlh. £ut '"JiG 
Com_."/O. 



THE PRESIDENCY SYSTEM II 

notwithstanding the deficits in the other two Presi
dencies and the enormous expenditure incurred in 
connexion with the various schemes of conquest. 
an excess of revenue over expenditure in India as 
a whole, amounting to £9.064.228. or an annual 
average of £604,281.1 

I RoI>OrI oIl1a. S./eel CommiH .. an Indi .... AI/Gi .... /B3Z-JJ. 0/ 



CHAPTER II 

CENTRALISATION AND THE WAY OUT 

The Charter Act of 1833 radically changed 
the chaiacter of the government and introduced .-a system of administration centralised in respect 
of all matters.-executive. legislative. and finan
cial. 'Ite s;"perintendence. direction. and control 
of the whole civil and military government of 
,the territories and revenues of India was vested 
in the Governor-General of India in Council! 
It was further provided ·that no Governor or 
Governor in Council ~as' to have th~ power of 
making or suspending any regulations or laws. 
except in cases of urgent necessity (the burden 
of proof whereof was to be on such. Governor or 
Governor in Council). and then only until the 
decision of the Co~ernor-General in Council was 
signified thereon. In regard to finance. it was 
laid . down that a Governor or Governor in 
Council was not entitled to create any new office. 
or grant any salary. gratuity. or allowance.. 

• Clt.rler Ad ", 1833. Section 39. The __ IJOftIDIDODI 
of -L of the Prooidenc;.. .... however. 10 be odm;n;otenod b7 • 
Covernor ... d three CoWlcillon UDder SedioD 56 of .he Act. 



CENTRALISATION AND mE 'WAY OUT 13 

without the previous eanction of the Gover~or
General in Council.1 

These words of the Act were very compre
hensive. and. if literally interpreted. they conveyed 
to the Governor-General in Council II the whole 
powers of government." I Whether this was the 
intention of Parliament. or it was contemplated 
that only a general control over expenditure should 
be maintained by the Governor-General in Council. 
is not quite clear.' In any case. it was a matter 
of complaint with the provinces that the Supreme 
Government took advantage of the letter" of the 
law til exercise a more minute control over the 
subordinate Governments than had been inrended 
by the hamers of the Act. The net effect of the 

.changes introduced in 1833 has been described 
by two eminent members of the public service 
in India in these words: II The Local Govern
ments. which practically carried on the whole 
administration of the. country, were left with 

• SoctIoa 59. 
, n... _the -a. aoeol "" the c-.t 01 D1_1a IheiI 

DMpateh to tM Co.,..,.., CUlI_l Ia CouDc:d. =PMJiDa th. 
eo--I oIl...IIa Acl. IW. n.. ou..c.- .too nMS hit; .. Tho 
........ doiluit.1IlI1i1U7 __ 01 t..dia 10 ... _ ....... ud lao 

• _ .... io ......... e¥ilia !he ...-.-.- 01 it. the "-r .. eft I • 

w11I....!ouDd ___ .. 1l.q r..m-... ,ui; "hwill""_ 
Mat .. JOQ. to _ •• wit" .d .mim'c 'fa. .cI ," .... 
_1Iae bot- the r- wItld...-b W-.... '-1_ 
... laou!iaote Go,. v. I ..... tIaooo wItld. ..... ... I"" _ 

eo .. va ................. riat 'q ........ .. 
• 



14 PROVINCIAL FINANCE 

almost no powers of financial control over 
the affairs of' the respective provinces and no 
financial responsibility. Everything was rigor-

,) ously centralised in the Supreme Government. 
which took upon itself the entire distribution' of 
the funds needed for the public service through
out India. It controlled the smallest details of 
every branch of the expenditure: its authority 
was required for the employment of every person 
paid with public money. hbwever small his 

, salary: and its sanction was necessary for the 
grant of funds even for purely local works of 
improvement. for every local road. and every 

. buildlhg" however insignificant." I 

No sooner. however. was the change made 
than did its difficulties begin to manifest them
selves. The policy of 'extreme centralisation 
depressed and discouraged the Provincial Govern
ments. The ablest provincial administrator. 
continually smarted under the excessive control 
of the Government of India. and their very help
lessness intensified their sense of bitterness. An 
instance of the extreme subordination in which 
the Provincial Governments were held is to be 
found in the disciplinary action which was taken 
in 1836 against Mr. A. Ross. Acting Governor of' 
the North-Western Provinces. In anticipation 

• Str""hoy (Sir JohD ... d Sir Richard). Fi_ ..... Public 
w ... ,.. a/ India. p. 134. 
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of the sanction of the higher authorities. he 
had abolished three customs stations in the interior 
of these provinces. Although the measures them
selves were not wrong. the action taken by the 
Acting Governor was 8trongly disapproved by 
the Government of India. and the Secretary to 
that Government wrote: •• These measures may 
be good; the Governor-General in CouncU is 
satisfied that the Hon. the Governor fully believes 
them to be 80: they may be such as the Supreme 
Government would have adopted. with the whole 
question oE customs revenue under consideration; 
but how is it consistent. I am desired to ask. with 
the supremacy and responsibUity of the 'Gevern
ment of India. that 8uch measure should be 
adopted by the Subordinate Governments at their 
own will. without sanction or reference) When 
it has been fixed by the legislature that the most 
triffing salary cannot be created without the 
permission of the SUPre.Ple Government. how can 
it possibly have been intended that masses of 
revenue should be abandoned. and a whole 
system of customs be abolished. without reference 
to that superior authority)" 

The Court of Directors alao strongly c0n

demned the action of Mr. ROSI. and their des
patch concluded with these significant words: 
•• Such is our eense of the extreme want of 
judgment manifested by Mr. ROSI 011 this occ:a
siOl1 that, supposing he still continued to eercise 
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the functions of government in the Presidency of 
Agra. we should have come to the.resolution of 
cancelling his appointment. In exercise of those 
powers we deem it necessary to direct that the 
administration of the Government of Agra be 
never again. under any circumstances. delegated 
t M R "I o r. 088. 

But the administration of a vast countrY 
could not be properly carri~4 on by mere disci-

. plinary measures. The task which the Govern
ment of India took upon itseH to perform was 
really beyond its capacity. It did not possess . 
the machinery with the aid of which a continuous 

'. and effective supervision could be maintained over 
provincial affairs. But the more serious defect 
of the centralised system ~ that it led to extra
vagance. The Provincial Governments were not 
responsible for raising their revenues or for regu
lating expenditure within their income. The 
resources of the whole country were under the 
exclusive control of the Government of India. 
by which grants were inade to the provinces on 
detailed estimates of the needs of the diiferent 
departments. Each Provincial Government tried to 
get as much money as possible by maintsining the 
absolute necessity and urgency of its estimates! 

'.~ /rom III. C_rl 0/ Dir_ .. t1NG_,o/ 
InJi .. Jet.llhe lit F.",...". 1m. 

o ViJ. W. N. ~'. ~ ........ the Soled Camml ...... 
1872, ...d C"-. InJi.. Polittl. 



CENTRALISATION AND THE WAY OUT 11. 

The Government of India did not possess 
the local knowledge which could enable it to 
scrutinise efficiently those demands. But it had 
to decide. Thul allotments were made by a 80rt 

of compromise under which the rival claims were 
adjusted, not 80 much by their intrinsic w~ght, 
al by the importunity of the applicants. Nor did 
the system offer any inducement to the Provincial 
Covernments to observe economy, for they knew 
that savings under Qne head would not be applied 
to improvements in another but would return to' 
the source from which money had originally, 
perhaps with much difficulty, been obtained. 

The difficulties grew with the lapse of time, 
and the defects of the system were reflected on 
the financial position of the country. During the 
period 1834·35 to 1851-58, deficits occurred in no 
less than seventeen years, while only seven were 
years of surplus. These deficits were met by a 
recourse to loans. On the 30th April. 1834. the 
public debt of India amounted to £4 1,350.952; 
but on the 30th April. 1851. that is to say, on the 
eve of the Mutiny, it had increased to £59,441.052. 
This increase, it should be noted, took place in spite 
of a sum of nearly ten millions sterling having 
been applied out of the commercial assets of the 

'- Company to the reduction of debt. The main .. 
cause of these deficits. it is true, was war; but 
financial mismanagement also contributed to the 
result in no amall degree. 

3 



J8 PROVINCIAL FINANCE 

Another defect of the financial system was that 
the accounts were not kept in a proper form. 
There were various anomalies. the least defensible 
among them being that the accourits of the Central 
Government were mixed up with those of the 
Bengal Presidency. 1 The result was that. although 
the position of Bengal was. throughout this period. 
one of excess of revenue over expenditure. recurring 
deficits ,!ere shown against the province. There 
was a substantial surplus in each of these years in 
the North. Western Provinces. Madras experienced 
more years of surplus than of deficit. while the 
Bombay Presidency had the unenviable distinction 
pf being a deficiency province during nearly the, 
whole period. The revenue of the Punjab was. on 
an average. just enough to- balance its expenditure 
during the few years which elapsed between the 
conquest of the province and the Sepoy Mutiny. 

The situation in India became extremely acute 
when the Mutiny not only entailed a severe 
repression of expenditure. but necessitsted the levy 
of a large amount of additional tuation. The 
Government of Madras presented a definitely 
hostile attitude towards the tuation proposals put 
forward by Mr. James Wilson.' Sir Charles 

I The 'alO 01 IIeapl ..... ~ "- ~ 01 ... 
Covenaaeat of India in 1846. 
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Trevelyan. a man of long and varied experience 
and an administrator of conspicuous ability. who 
waa then the Governor of the Presidency. held 
the • view that the financial diffi~ulties of the 
Government of India could be overcome by 
retrenchment. and he conaidered the imposition of 
new lues not only undesirable. but fraught with 
aanger. .. It ia· char~cteriatic." he wrote ... of 
the !Danner in which these tremendous lues are 
proposed to be applied to all the various peoples. 
nations and languages. compOling the Britiah 
Empire in India. that there are confeaaed to be 
• absolutely no data upon which any reliable 
calculation can be made of their reault.' .. I 

The Government of India took their stand on 
their own constitutional poaition and strongly dis
approved of thia attitude on the part of the Madras 
Government. They obaerved: .. Who ia to be 
reaponaible for the solvency of the Empire) Is it 
to be open to any Local Government who bas 
only its own accounts beEore it. and who ia in no 
_y reaponaible for home charges. or for the 
ezpenaea of the Government of India. for interest 
on the public debt. or railway moneys. to say to 
the Government. • We do not credit your 

~ accounts. we doubt your judgment on the atability 
of your preaent IOUlCeI of revenue. we disapprove 
your scheme of taxation. and we mean to oppoae 

• .......... Sir CIoorIoo T. ,Ie <IoI.J 1M aria M--. , .. 
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it to the utmost of our power .. .' This is virtually 
what the Government of Madras now says. and it 

. is clear that if it can maintain the position is has 
taken uP. the functions of the Governmept of 
India have ceased." 1 The Secretary of State for 
India also took strong exception to the observations 
of Sir Charles Trevelyan. particularly to his action 
in publishing the correspondence on the subject. 
Matters. indeed. went so far that Sir Chl)1"les 
Trevelyan was recalled from the Governorship of 
Madras. 

In the meantime. it had come to be generally 
recognised that centralisation had been carried too 

, far. When. after the Mutiny. the question of the 
transference of the administration of India to the 
Crown was under the consideration of Parliament. 
Mr. John Bright. impressed with the vastness of 
the country and the ling~istic and other differences 
which characterised its different parts. proposed 
that the central government under the Governor
General in Council be abolished and that India be 
divided into a number of autonomous govern
ments. each of them directly subordinate to the 
Secretary of State in England. This proposal 
was. indeed. of too sweeping a character to be 
acceptable to anyone acquainted with the needs 
eE the country. But few could deny that there 

• l.etI.. from ,I._ Go_ of lruli. Ie 1M Gowmmenlof 
M..b ... I860. 
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was a basis of truth and wisdom in his suggestion 
that decentralisation was an essential condition of 
progress in India. .. What you want," said Mr. 
Bright. .. is to decentralise your government ... ' 
Yo;; will not make a Bingle Btep towards the 
improvement of India unless you change' your 
whole Bystem of government-unless you give to 
each Presidency... government with more inde
pendent powers than are now p088essed." 

In 18S8. the direct administration of India was 
taken over by the Crown. Under the proviBions of 
the Government of Ind:a Act. the Secretary of 
State in Council occupied the position which had 
been previously occupied by the East India Com
pany and the Board of Control. But although 
the 6nal responsibility for the control of the 6nan
ces of India was vested in the Secretary of State 
and the Council of India. it was found necessary 
in practice to delegate an ample measure of 6nan
cial discretion to the Governor-General in Council. 
No alteration was. however. made in the centra
lised system of adlninistration within the borders 
of India itself. But the feeling continued to grow 
that lOme degree of local initiative and control 
must be transferred to the Provincial Governments. 

In 18S9. the Secretary of State for India declar
ed that Her Majesty'. ministers were endeavouring 
to afford lOme relief to the central authority at 
Calcutta. With regard to 6nance. he made the 
following signi6cant observation: "An important 

• 
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question arose as to the destination of local taxes. 
If each province had a surplus. nothing could be 
more reasonable than that what remains after 
contributing its quota to the Imperial expenditure. 
should be spent by the local authorities on their 
own local objectS." 

It was not. however. provincial surpluses but 
Imperial deficits that actually prompted the sug
gestion of a policy of financial decentralisation. 
Mr. James Wilson. the first Finance Member of 
India. touched on the question in the course of 
his budget sp~ in February. 1860.' A few 
months later. Lt.-Gen. Dickens. then Secretary 

'to the Government of India in the public works 
department, wrote a memorandum in which he 
condemned the then exi'\ting financial system. 
under which there was a constant conflict between 
the Government of India and the Provincial 
Governments. He suggested a reform in' the 
direction of provincia1ising the finances of the 
country; It was. however. left to Mr. Wilson'. 
successor in the office of Finance Membel-. Mr. 
Samuel Laing. to make a definite attempt to intro
duce a provincial system of finance. In accordance 
with his advice. a confidential circular was 
addressed on the 16th March. 1861. to all 

, 
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Provincial Governmenta in whicll it was pointed 
out that the financial condition of the Government 
of India rendered it necessary to reduce the grant' 
for public works. But it wal felt that any 
curtailment of these works was undesirable. The 
Governor-General in Council. therefore. propOsed 
to make over to the Provincial Governmenta certain 
lubjects for provincial taxation. by means of which 
they might. each in ita own way. raise local reve
nues wherewith to lupplement any deficiency of 
imperial alllignmenta for public works. Tobacco 
was IUggested al a fit subject for provincial taxa
tion. and the Government of India agreed to con
aider any other lubjects which might be propoaed 
by the provinces. The Provincial Governments 
were given to understand that it was not necessary 
that these taxes should be uniform even through
out the _e province. Arrangements were also 
to be made to give the Provincial Governments 
credit for any savings which were effected by them 
in their own expenditure. 

The Government of Bengal accepted the oh. 
and expre •• ed its willingn_ to contribute a sum 
of 15lakha of rupees. But Mr. (afterwarda Sir 
John) Peter Grant. the l..ieutenant-Covernor. ob
eel ,ed that it was .. a practice handed down from 
the beginning of the British Empire in India to 

make Bengal pay much more than ita share of the 
Imperial revenue. and to give it back in return not 
a quartc of its share of the imperial funds granted 
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for such objects 'all military protection. police. 
roads. and other public works." He saw "this • 
inevitable practice still in operation." and took 
this opportunity to attract notice to" systematic 
inequalities so injurious to the provinces" with 
which he was connected.' The Government of 
Bengal urged that the license-tax be provincialised. 
and that the increase of the net ab~ari revenue 
be made over to the Provincial Governments. 
It also proposed to raise a tobacco tax and a betel
leaf tax by means of licenses. The Government, 
of India accepted these latter proposals. but re
fused to make the license-tax a provincial source 

',of revenue or to make over the increase of ab~ari 
revenue to the provinces. On the question of 
the unfair b'eatment metc:d out to Bengal. the 
Government of India wrote:" His Excellency in 
Counc.il observes that it is undoubtedly b'ue that 
Bengal has not received its due share ,of imperial 
expenditure. if this share is measured by the con
siderations noticed by His Honour. On the other 
hand. the people of Bengal are certainly not the 
most heavily taxed in India; and in estimating the 
claim of each province of one Empire to be supplied 
with funds for local works. it is. His Excellency in 
Council observes. necessary to consider in what 
parts of the Empire such works. whether 
roads. works of irrigation. or others are most 
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wanted." 1 In this connmon. Mr. Forbes. member 
of the Legislative Council. of India representing the 
Government of Madras. observed: " When 
Mr. Grant complains that Lower Bengal does not 
receive its fair share of public works expenditure. 
I think he leaves too much out of consider~tion 
that the permanent settlement has deprived the 
Government of the inducement to expend money 
in these provinces: they would receive no direct 
return for their outlay; and although the indirect 
return would be inducement enough. if they could 
do no better. it is not surprising that they prefer 
to expend capital in those parts of the Empire 
where the return is both direct and indirect." I 

The Lieutenant-Governor of Bengal prepared 
a memorandum in which. inter alii. he replied 
to the observations of the Governor-General in 
Council a1kI of Mr. Forbes. He wrote: "I hope 
it is not intended to maintain a principle of 
allotment between the' several Governments of 
the portion of the general imperial revenues appro
priated to imperial public works. which really is 
tantamount to unduly taxing the most important 
part of the empire for the undue advantage of 1_ 
important parts. by reference to the pel'lllaDeDt 

settlement. Whatever discussiona may be raised 
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concerning that 'settlement in other respects. its 
wonderful financial success is beyond all question. 
The settlement. as a whole. was a very heavy 
assessment at the time. Let the percentage of 
increase. which the gross revenue of Bengal from 
all sources now as compared with that in 1790 
shows. be compared with the correspC:nding 
percentage in Madras before saying that Bengal 
works are not'to be allowed their share of Bengal 
revenue. because Government cannot increase the 
Bengal land-tax." 1 

Some of the other Governments agreed to raise 
small sums by means of provincial taxes. But 

'. the Government of Burma refused to levy any 
additional taxation. The Government.of Madras 
regretted that it could not' "ndertake to raise any 
additional revenue from tobacco. and was unable 
to suggest any other subject of taxation. The 
Governor of the Presidency, Sir William Denison. 
observed in . this connexion that. provincial taxes 
for public works on a population already too 
heavily taxed would justly expose 'the Government 
to obloquy. He also thought that the transfer to 

Provincial Governments of savings in ~ estimat
ed expenditure of each year would offer a direct 
inducement to the framing of high estimates 
of departmental outlay. Sir William. however. 
admitted that there was much in a decentralisation 

• Mem ..... dam"11 Mr. I. P. G,...." d.t., th. 10th A a....,. 
1861. 
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of finance to make the Icheme attractive. .. I 
ihould rejoice." he wrote. .. I confeae. to lee 
some power of local action given over to thOle 
who are interested in public works of a local 
character; but I am. at the aame time. bound to 
admit that the slight experience which I have" had 
of the character of the people does not lead me 
to believe that they would appreciate the boon. 
if coupled with the condition of a local rate or 
ceae." Mr. Maltby. a member of the Executive 

• Council of Madras. thought. that the limited 
amount of local financial management and aelf· 
government proposed by Mr. Laing would be 
quite insufficient and barren of good results • 
.. If they (the Provincial Governments) are to 
enjoy real liberty of action and aelf·management.·· 
observed Mr. Maltby. .. it seem. to me that the 
Acts of Parliament affecting India must be altered 
80 as to give them a control over the general 
tuation and expenditure within their range. 
aubject to the condition 01 supplying a fixed con· 
tribution to the Imperial Treasury; and I would. 
with all deference. point to the present papers as 
a proof how impossible it ia that one Central 
Government. overwhelmed with political and 
other ifeBt questions. ahoulCl successfully me ter 
the detaila of local administration throughout our 

. Em" 't I extensive plre. 
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Mr. Laing gave an' exposition of his scheme 
on the occasion of the presentation of the annuar 
budget in the Legislative Council in April of that 
year. He said that he proposed te' cut down the 
provision for public works by half a million and 
hand over the department to the Provincial 
Governments. The Finance Member defended 
this proposal by asserting that public works, 
including irrigation and communications, were a 
subject which could be dealt with better by the 
provinces than by the Central Government. He 
also expressed the view that certain taxes might 
well be raised locally. It was his desire, he Mid 
'further, to place no limit upon the powers of the 
Provincial Governments in this matter except this 
that every proposal for lQCal taxation should be 
subject to the sanction of the Governor-General in 
Council, and of the Legislative Council when a 
law was required, in order to see that it was not 
inconsistent with imperial taxation or with imperial 
policy. In his opinion, this was the only means 
by which the imperial 'budget could obtain the 
requisite relief, while more money could be spent 
on useful local works. But the Finance Member 
had in view an object even higher than this. .. By 
enacting local budgets," said Mr. Laing, .. the 
Government hope not merely to meet a temporary 
difficulty, but to inaugurate a permanent improve
ment. It has been a standing complaint with the 
other Presidencies and Provinces, that they were 



CENTRALISATION AND nfEWAY ou'r 29 

deprived of their fair share of· self-government, 
imd kept in a state of galling and humiliating 
dependence upon the bureaux of Calcutta. Well, 
Sir, the power of the purse is the ultimate power, 
and as long as Local Governments are absolutely 
lubservient to Calcutta in 6nancial matters', it is 
evident that they can have no real independence. 
But if, without eacri6cing the unity of the Empire 
and.. imperial control in imperial matters, we give 
them local budgets, their position is altered. We 
propose to give them not only powers of local 
tuation, but p088ibly to credit them with a liberal 
ahare of reductions of ezpenditure, which they 
may be able to make on the estimates of the 
leneral budget. Each Government will thus 
have a direct interest in economy, in order to 
increase the fund applicable to local works.") 
This scheme would also, Mr. Laing hoped, 
areatly foster the spirit of local self-help and self. 
I\lidance. India, he added, was not altogether 
devoid of that spirit of self-government which 
characterised the Anglo-Suon, b in her village 
communities and penchayals, could still be found 
traces which would remind them that the Hindu, 
III well as the Englishman, was "descended 
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from a common stock of Aryan ancestors." 
Mr. Laing concluded his observations with a' 
glimpse of the vision he had of the future of India 
when her people would gradually be trained by 
the management of their own local affairs for 
those of a ~ider area, so that India might .. at 
length have a political life and become a nation." 1 

The Finance Member's intention of transferring 
£500,000 to provincial budgets to be provided 
for by local taxation was not actually carried out. 
The reason was that, as under the Indian Councils 
Act of 1861 legislative councils were to be estab
lished in the three Presidencies. it was not thought 

. proper to anticipate the action of these bodies 
in a matter which was peculiarly their province. 
In the following year. Mr. Laing reiterated his 
view that it was most desir~ble to break through 
the system of barren uniformity and pedantic 
centralization which had tended in the past to 
reduce all India to dependence on the bureaux of 
Calcutta. and to give to Provincial Governments 
the power and the responsibility of managing their 
own local affairs. .. I am as strongly as ever." 
he said ... in favour of the principle of local taxa· 
tion for local objects. In fact. if this great Empire 

• 
is ever to have the roads. the schools. the local . 
police. and other instruments of civilisation. which 
a Bourishing country ought to possess. it is simply 
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impossible that the Imperial Government can find 
~ither the money or the management. The mere 
repair of the roads. where anything like a suffici. 
ency of good roads has been made. is a matter 
altogether beyond the reach of 'any central 
bureau." 1 Mr. Laing's plan was that the inain 
heads of expenditure. IUch a8· the army and 
the national debt. al well as the chief lources of 
revenue. should continue to be imperial; but the 
remainder of the field, both of revenue and ex· 
penditure. might properly be regarded as provin. 
cial. He also expressed the view that. if the 
income-tax was to he permanent, he would much 
rather lee it transferred into a provincialtu than 
continued as an imperial resource.' 

The primary obiect of Mr. Laing's propOaal 
was thus the relief of imperial finance. But the 
lubaidiary obiects were also important. These 
were: first, to provide for the execution of useful 
works otherwise than - from the existing imperial 
revenues; secondly, to give the Provincial 
Governments a motive for economy in all expendi. 
ture under their control; and thirdly, to foster the 
Ipirit of local self-help. The year 1862-63 proved 

.to be one of financial prosperity; and as the 
primary motive disappeared, the scheme was 
dropped for the moment! 

• Aiel· 
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It was. however. not long before the Govern
ment again found itself faced with a deficit. The 
question of provincial decentralisation was. there
fore. revived in 1866. In February of that year. 
the Finance Member. Mr. W. N. Massey, 
addressed a demi-official circular to all Provincial 
Governments pointing out the necessity of making 
provision for a permanent addition of at least· a 
million sterling to the existing revenues. In this 
letter he formulated a scheme by which Provincial 
Governments would be required to take over. 
£1.200,000 sterling' of imperial charges, and then 
to proceed to raise that amount of revenue. The 
'scheme of 1861 for local taxation was laid aside. 
The heads of imperial charge suggested to be 
transferred were education: police. jails, and public 
works. while the proposed sources of provincial 
taxation were Iicense-tax:house tax. octroi. and a 
succession duty. 

This scheme did not find much favour with 
the Provincial Governments. The Government 
of Bombay pointed out that Mr. Massey's scheme 
had little in common with the previous projects 
of Mr. James Wilson and Mr. Laing. inasmuch 
as the earlier Finance Members had contemplated, 
Dew local taxation for local expenditure. Mr. 
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Massey proposed it in relief of existing imperial 
expenditure. The Governor of Bombay. Sir Bartle 
Frere. observed that a mere transfer of imperial 
charge to local funds raised for other objecbl was 
objectionable. He urged. therefore. that. if 
imperial charge be made over. taKes sufficient for 
meeting the charge should also be transferred to 
local funds. He suggested the re-imposition of an 
income-tall:. the proceeds of which were to be made 
over to Provincial Governments.1 The Madras 
Government considered that it would be wise on 
the part of the Government of India to face the 
difficulty boldly. and devise some scheme by which 
the annual increase of charge might be !!let by 
an equivalent increase of revenue. rather than have 
recourse to expedients like those suggested in 
Mr. Massey's letter. The Lieutenant-Governor of 
Bengal. Mr. Cecil 8eadon. urged that hie pr0-

vince should not be required to contribute 30 lakha 
of rupeee .. propoae<l. .. Bengal." he added • 
.. already contributes far more to the ieneral 
6nancea of the country. and receives far less 
in proportion to area. reftdUe. or populatiOD 
than any other province." • He further oils ened 

,that the time had arrived to resort much more 
largely than hitherto to provincial tantiOD. not for 

· Mi_""" c-_ '" 8 I ... ......,.,.. 2Sdo N. _, 
I. 

t '-I- ... Li ' 'C ... _ "' ........ ......,.,.. ... 
"-"- ,. " 

S 



34 PROVINCIAL FINANCE 

the relief of imperial finances, but for the improve
m,ent of the country. He objected to some of the 
sources of taxation proposed by the Finance Mem
ber, and suggested other methods of raising 
revenue. The Government of the North-Western 
Provinces was not favourable to the proposed 
transfer of imperial charges to the provincial 
account, unless provincial liability .was clearly 
established. It considered additional taxation in
expedient. and expressed its strong disapproval 
of 'direct taxation in any form. If reduction of, 
expenditure was not pouible. it urged that public 

, works to the extent of the deficit should be either 
postponed or carried out by means of loans! The 
Punjab Government thought that the sum of III 
Iakhs required of it might be raised without any 
serious difficulty. if the mode of levy was left to 
local determination. The Chief' Commissioner of 
the Central Provinces suggested that its quota 
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of 3t lakh. might be raised by extending the 
license duty. and by levying a house tax. an octr.oi. 
and a succession duty. 

In January of the following year. Mr. Massey 
lubmitted a modi6ed scheme for the transfer to 
the Provincial Governments of a few heads of 
expenditure. exclusively of a local character. 
amounting itt the aggregate to £8.000.000, accom
panied by a license-tax. This was assented to, 
al an experimental measure. by the Governor
General in Council. but was postponed on account 
of the Itate of the 6nancea. The license-tax 
wal appropriated. for the moment. to the exigen
cies of the Government of India. 

In the course of the year. Mr. Massey put 
forward hi. second scheme. the detail. of which 
were worked out by Colonel (afterwards Lt.-Gen. 
Sir) Richard Stiachey. In a Note written on 
the 17th August. 1867, Col. Strachey pointed 
out that an extraordinary change had taken 
place in the magnitude of the interests with 
which the Government of India had to deal 
in the course of the previous ten 01' fifteen years. 
With revenues and expenditure more than doubled. 
the business of control of the public 6nances had 
increased more than four-fold. while the enormous 
arowth of commerce and the great impetus given 
to material and social progress had put a great 

.train on all branches of the administration. 
Under a pressure of"bus clescriptiOn. Col. Strac:hey 
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thought, the old rigor~usly centralised system of 
finance in India had shown the most unmistak
able signs of its incompatibility with the altered 
state of things.' .. I have the strongest conviction, " 
he wrote, .. based on my experience gained in 
the Public Works Department, and fortified by 
all that I have seen and heard for the last ten years, 
that the existing financial relations -between the 
Government of India and the Local Governments 
are most demoralising to the latter. These hav
ing the least possible interest in the public 
revenues, strive to obtain the largest possible 
share of them to meet their expenditure. They 
-'have found by experience that the Government 
of India can hardly resist clamour, if it is loud 
enough and persistent en~ugh. The distribution 
of the public income degenerates into something 
like a scramble, in which the most violent has 
the advantage with very little attention to reason. 
As local economy leads to no local advantage, 
the stimulus to avoid waste is reduced to a 
minimum. So, as no local growth of the 
income leads to an rncrease of the local means of 
improvement, the interest in developing the public 
revenues is also brought down to the lowest 
level. The Government of India has altogether 
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lost what power it once had of supervising details, 
by reason of the enormous magnitude of the 
business now to be performed by it: and the 
financial mechanism is, as it seems to me, seriously 
out of gear." 

The scheme prepared by Col. Strachey, at Mr. 
Maaaey·. instance, was one of federal finance. 
Under it the financial position of the central 
authority in India was by degrees to be brought 
to a88imilate generally to that of the Federal 

, Government of the United States. The essence of 
the proposal was to transfer. not only expenditure. 
but also revenue. The heads of expenditure to 
be transferred were: law and justice. police, edu
cation. medical eervices. stationery and printing, 
and lOme miscellaneous items. The revenues to 
be made over to the provinces _e: ~th of 
the land revenue.' lth of the income-tu (to be 
levied at 2 per cent. with a tuable minimum of 
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... 1IIri<"' ...... __ ......... _ of ...,,,, r ...... 

....... ~., ............... ....,. ..... ill ....a.Jo d { •• 

-~- ... ..-~ ................... ··f ......... 
....... ... 000 "_ of..-.lo ....... int qo r---a 
.... I .,~.' 
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Rs. 2.000). and tth of the license-tax.' The 
Provincial Governments were also to be permitted 
to add to any of the then existing revenues by a 
cess on such revenue. or by the introduction of 
new forms of taxation. The charges of collection 
on the transferred revenues were to be borne by 
the Provincial Governments. in the proportion of 
transfer. The receipts of the departments tian~ 
ferred to the provinces would also be provincial. 
Such transfers were to be final. No claims for • 
additional funds to meet increased expenditure .. 
under transferred heads were to be attended to 
by the Central Government. but all such increases 
were to be met from the expansion of the revenue 
transferred or from additional provincial taxes. 
The charges proposed for transfer were estimated 
at £ 1.569.900: while the correSponding tr~ 
fers of revenue were estimated at £2.765.300. 
which. after providing for the civil charges. would 
leave a residue of £ 1.195,400. applicable to 
public works. The transferred revenues and 

• Col· Scuch.,. _eoted th ............ of ddinite ........ of 
............. u. ...de. 10 p.e 10 the p....u.cial .utbaritieo • dinct 
i_ u. wwIcina _ of tbio _ in the _ pra6table 

JDaJlIIeI'. He obSYed: .. It .ppeue to me that dUe priaciple 01 
oIuuiaa' the leND ................ he eeatral and local aa.horiti. io -
wbid> will ............ be foaad aoefaI ia p_ _ oaI7 OD '""'" 

...,....do of ~ .. haft jut hem ~ ..... aJ.o .. IiYia8 • 
......"of ....w.a cIbtiDd local .-_ witboat the IaIrucIactioa 
of _ forma of ....- ..... wi"- the _ of _ -

watLerina ......t.J .... menh batIa 01 which " ",;. ..... -- --
allY other .,.-. ..... J.otb of wbid> _ II .,-bIe. 10 be...,;dod.·· 
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charges were to be exclusiv~ly administered by 
the Provincial Governments. The provincial 
budget would exhibit the whole of the estimated 
public income and outlay in each province. The 
Government of India would reserve its rig\:lt of 
withdrawing from the Provincial Governments 
any needful revenues in case of emergency. A 
6nancial department was to be organised under 
each Provincial Government. 

On the 7th SePteulber, 1867, Mr. Massey 
wrote a Minute briefly describing his second 
scheme and emphasising his view that the beat 
mode of restraining public expenditure relating 
to the provincial services was to assign to the 
Provincial Governments the administration of, 
and responsibility for, them. He pointed out 
that the proposed transfers on each aide would 
amount to about £2,700,000, and would consti
tute the 6rst step towards a complete separation 
of imperial from provincial 6nance. The 
principle of his echeme was that a 6nal adjust
ment should be made of the claims of the Provin
cial Governments upon the Central Government 
in respect of the heads of charge transferred. 
Any increaae of such charge which local circum
stancea might require was to be met either by 
retrenchment under lIOIDe other head. or from ... 
increment of assigned revenue. or from provincial 
taxation. New heads of charge for provincial 
purpoeee were, as a rule. to be provided for in 
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like manner, special applications being reserved 
for the consideration of the Governor-General 
in CounciV 

Sir John (afterwards Lord) Lawrence, then 
Governor-General, was somewhat doubtful of 
the arrangement, but he did not oppose it at the 
very start. He thought that, after circulation, 
the question should be considered in Council. 
This procedure was adopted. Major-General 
Sir H. M. Durand could.not assent to a great 
(leal in Col. Strachey's Memorandum. He was 
opposed to the weakening of the control of the 
Government of India, and suggested the assembly 

. ~f a congress of the ablest ,officers from the diHer
ent provinces to discuss the whole matter. Mr. 
(afterwards Sir Henry) Maine, the Law Member, 
entirely agreed with the proposal. but doubted 
whether it went far enough.' Sir W. R. Mans-

1 Col. Stnchey made the further __ that the ProvIadaI 

Covemmeata ohoald be eajo;aed to IIiw to the Ioc:aI.itielo where the 
_ ... d ~ were. nUod. • opecIfic portioD of the 
_pod .&- of thooe _ Vide Not. '" Col. 51n1c1r4. defMl tit. 
17th A......,. 1861. .. 

• Mi_ defMl tit. 10tIt 5.' ......... 1861. A few dqo 1Mn. Mr. 
Maille. OD the eve of IWo departano from Iadio. wnJte .-her MiauN 
Inwh!dt'he r......ked that Mr. Ma-,-'. p~ _ .......... bbIe 
for Ita moderation. .. for ~ other ehanct.eri.dc.... He al nrred 
further that. II the PIVWiDcioJ c.-.. =ta ___ ......... It _ 

the _ wIUch ....... th .... 00: __ It""'.....du Ilw. Pnmn
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_ poaitmo ..m...- In cwtaiIJaa. to 00 __ • the prapollioo 

of the __ of Iadia .. the ....... _ ~ of the CeatnI c.-n.-
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field. the Commander-in-Chief. trusted that the 
measures might be pUBhe~ forward to com
pletion after due investigation of details. Mr. 
G. N. Taylor expressed. himself in favour of intro
ducing the principles of the scheme. Sir G. N. 
Yule. after pointing out the evils of the exiSting 
system. concurred in the views of Mr. Massey. 

On the 19th September. 1867. a circular was 
sent to all the Provincial Governments explaining 
the enlarged scope of Mr. Massey's revised propo
sal. and inviting expression. of opinion on the 
details of the .cheme. The scheme was also 
reported to the Secretary of State. On the 27th 
September. 1867, the Governor-General wrote a 
Minute disculllling its principles as well .. its 
details. He considered it inexpedient to enlarge 
provincial responsibility to an indefinite extent. 
He agreed that. to a certain extent, the res
ponsibility for managing provincial revenues and 
expenditure ehould devolve on the Provincial Gov
ernments. But he feared that entire responsibility 
would eventuate in an aheence of all responeibjlity 

meat. ud III ' ..... 17 .P~. me tll.nhh put of .... we ... 
10 ......... of 1.-.1 c- I ... q_ h •• M·P"'" 
....... 0.. .... tJ.o J-- ...... ....dootaba with Ie. po 1i h,. 4 
dtheS .... ll •• CU •• R , .............. -.. --,rilJo.'I'. 
all p..bIJc ......... 4. It ............ -W ..., _ .... aiIiouF 
eIoq ~ ........ "" .. to ti_ U tIoe W .. pai,Ik: tIoItt ....... ..... 
I __ 10 ........ _Ina ..... tIoe -'to of .... _ 011157, 
Il will ... '-d ID .......... ~ IL: .... "'-" .............. _ 
t ................ _ ...... "~...., ... IJI .. S47 '.,1851. 
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in practice, and would lead to extravagance and 
waste. Sir John Lawrence denied that there had 
been any collision ~tween the controlling POWeI 

and the subordinate Governments of India, and 
observed that provincial responsibility and central 
supervision existed in tolerably fair proportions 
at the moment. Complete provincial responsibility 
and supervising authority of a useful character 
could not, he thought, co-exist. Another diffi. 
culty likely to arise from the proposed change 
would be a confusion of accounts. The Governor· 
General urged many other objections against the 
scheme, and expressed· the opinion that the 

. sy,stem of the United States was not applicable 
to India. 

The Financial SecretarY, Mr. E. H. Lushington, 
submitted an elaborate Note in which he expressed 
the opinion that the obServations on the two pro
positions in Col. Strachey's ,Memorandum were 
not necessarily connected. The minor proposi. 
tion for enlarging the powers of the Provincial 
Governments did not seem to him objectionable ; 
but he took serious exception td the proposal for 
surrendering to them large heads of espenditure 
with a corresponding amount of revenue. He 
challenged the allegation that the financial control 
afthe Government of India was weak, and ex· 
pressed his conViction that under Mr. Massey's 
scheme Provincial Governments, in order to 6nd 
additional funds, would not improve existing 
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", 

revenues, but would simply increase the cesses.1 

Major-General Sir H. M. Durand concurred in 
moat of the observations contained in Sir John 
Lawrence's Minute, and expressed his emphatic 
opinion that a radical change of the existing finan
cial system was unnecessary, inexpedient,· 1lIld 
pernicious. 

Mr. Ma .. ey wrote another Minute to criticise 
in detail the objections urged by the Governor
General to his acheme. He controverted the view 
held by the Viceroy that the public revenues were 
reasonably well administered under the then 
existing system, and observed that, if it could be 
shown that the existing system worked well, or 
that the proposed change would not work better, 
he would be content to abandon the scheme. Nor 
did he share the Governor-General', apprehension 
that a confusion in the accounta would arise from 
a transfer of certain portions of the public revenue 
to provincial control. He pointed out that the 
relative positions of the Government of India and 
of a Provincial Government were antagonistic in 
respect of financial administration; for the 
tendency of the former was to guard the imperial 
revenue from undue demands. while the disposi
tion of the latter was to increase ita own ezpendi
ture. The object of the pIan under discussion 
was to 6& a limit to the strai'h put upon the 

· I'MM" AIr.' , ................... ado $4' .... 1MiI. 
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imperial finances by provincial expenditure. 
Lastly. he expressed his conviction that a centralis
ed system of finance. which was appropriate to a 
compact territory. homogeneous in its character. 
was unsuited to a vast disjointed empire. com
prising provinces and races widely dilferent in 
many important conditions and circumstances! 

Sir W. R. Mansfield gave his firm support 
to the scheme of federal finance. After point
ing out the defects of the existing system. 
he observed: •• According to the view now 
suggested for consideration. it is wished to make 
the Local Governments partners in the great. 

-.joint-stock of the Indian Finances. and 110. .to 
enlist their interest and animated co-operation with 
the Government of India. instead of keeping them 
on the footing of agents and servants. who. having 
no motive for economy in using the means of their 
master. think only of enhancing their own demands 
by comparisons. more or less well founded. with 
the indulgence conceded to others. Thus Mr. 
Massey would apply to the minor Governments a 
financial policy which is found ,to be universally 
elfective in the alfairs of commerce. oiz.. to 
engage, on his side, for imperial purposes the 
inHuence of seU-interest. in the place of salaried 
indifference on the part of those who spend a large 
p~rtion of the revenue, but have none of the 

• A(inafe J.I«I ,It_ lOtIt Octob.r. 18fi1. 
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reapollllibiIity for the general provision of the 
ways and means." 1 The other members of the 
Governor-General's Council. with one exception. 
also whole-heartedly agreed with Mr. Massey.' 

Sir John Lawrence thought 6t to revert to the 
question before long. In II Minute written on the 
22nd October. he said that the existing system had 
been inaugurated by Mr. Wilson on the principle 
that economical administration of the 6nancee. 
rather than increased tnation. wa8 expedient. and 
that this prbiciple had been recognised by Mr .. 
Laing and Sir Charles Trevelyan. He pointed 
out that British authority in India had been 
maintained by II handful of foreigners.. and 
expreaaed the fear that any reiuation of the c0n

trol of the Central Government was likely to lead 
to evil results. He thought that thesenous growth 
of the public debt since 1840 and the decision to 
borrow for extraordinary public works were etrong 

reaaona for strengthening. instead of weakening. 
the control of the Government of India. Sir 
Henry Mortimer Durand concurred in the obaa .a
lion of the Governor-General that it was not 

, Mia ........... 1M 0:111 .. 'Wa 
S.W.R. ...... d ......... ~ ... ! ............ ... 
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relaxation of financial control that was necessary , 
but the reverse. The adoption of this scheme 
would tend, in his opinion, to strike a blow at the 
confidence which British capitalists were entertain
ing in Indian investments, and deprecated any 
step which might discourage the flow of English 
capital to India.1 

.The Provincial Governments, with one excep
tion, cordially approved of the main principles 
underlying the scheme, but some of them 
suggested modifications in regard to ~ details.' 
The Board of Revenue in Madras expressed the 
~pinion that the scheme, if carried out in a spirit of 
fairness, could not fail to be eminently conducive 
to efficient and successful administration. I It 

1 Minate Jm.J tit. 2nd N_~... 11JG1. 
• The Lieu_..c:o...mcw of the North·Weotem Prcm- w .. 

fully ootie6ed with the IIOUlld ond IiberoJ vi ... embodied in the ocheme. 
The Chief Cm>mj";one of Oudh. M,. J. Strochey. comIdered the 
ocbeme to be IhOlOUllhlY 8OUIld. Th. Lleaten~ of the 
Punjah cord;ally approved of the ocheme. The ChIef Cmnmioojoner of 
BritUJ. Bunaa heartily approved of .he propoaal •• hal comidered the 
omaII amount of _lfIlIDeal propooed for hie. province to be aalair. 
The Chid Cmnmi";oaer of the CeatnoI P __ r-.l.he view 

that the Govemmenl of lad;a mould retain the _d;nue under the 
army. in_ .... puhlic debt. pensiono, ond railway.. wi.h 
ClUIomlI ...... opium .... d mlDt receipto and • ~ of I ... d __ 
and ohoaId malre _ the -. i ...... of apend;ture ... d ...... enno 

tu oLe PnmndaI Govemmento. 
• The Board of Revenue oaid that it had alway. been the c0m

plaint of the Ccmonuaent of Madno that It had __ ..... ohare 
of the gene..J rnen_ rommen...... with ita jut claim.. It aIoo 
made __ other ....-o.-l.etter 1.- tIta &.rd 01 R__ '" 
the G_ent 0/ Mtulr ... t/JrtoJ tIta 11tA 1 __ • 11161. 
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urged the acceptance of the principles on which 
the .cheme was based. but thought that the 
revenue to be transferred was comparatively 
ineignificant. The Board regretted that the 
Government of India had not adopted the plan of 
making everything over to Provincial Governments 
except imperial charges. towards which each 
Provincial Government should contribute a fair 
.hare. The Governor of the Presidency. 
Lord Napier of Merchistoun. however. opposed 
the measUre. After analysing the respective 
advantages of an imperial and a federal system. 
he came to the conclusion that centralised finance. 
with a centralised authority. WIlS most advantageous 
to India at large. and to the consolidation of the 
British power. but that the federal system was 
likely to be most bene6cial to the old provinces. 
specially to Madras. He added. however. 
that. if 6nancial and administrative independence 
was oJIered immediatdy to Madras. in CODDezion 
with a federal c:onetitution. the Government of the 
Presidency would act with 8uperior wisdom in 
declininl it. Lord Napier thought that municipal 
tuation and the roackess were destineclto_1t 
out the most important amelioratiOll8 in the country. 
and to th_ aources of local revenue he auggested 
the addition of two more. DIlIIldy. the Iev, of a 
tu on trades and professiOll8 and an additional 
5 per cent. on the 8 I _t of wet landa. He 
adviaed the memhera of hie ~ to eeocl a . 
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reply to the effect that the Madras Government 
regarded Mr. Massey's proposal as of too partial 
and inconclusive a character to justify a disturbance 
of the existing system of financial administration.! 
Mr. H. D. Phillips. a member of the Council. 
concurred in this opinion. 

Mr. A. J. Arbuthnot. another member of the 
Executive Council of Madras, concurred generally 
in the objections advanced by the Governor against 
the proposed changes in the system of financial 
control. If it were thought desirable to introduce 
any changes of a limited extent, he felt inclined 
'to prefer the scheme submitted by the Board. of 

• The main advutag .. oj the·c:eatraIioed .,._. _dins eo 
Lord Napier. were .. follows: (1) The.,._ had alotecl fo< • Ion. 
time; ita inconveDiencee were knowu. were diminishjn •• and might be 
eatireIy -Ireooed by eDqDiIy. by reirulatIoo. """ by mocIeradoD and dl.. 
aetion on the put of Ihooe iD power. (2) Under the imperial .,._ 
thete woo • opleadid and powerfuJ CeubaI Co.emmeat. which. under 
the fedend .,._ wauld become • peuioDer of the Pr...u.dal Covem
_t.. (3) India'. eredit iD the Enarlioh _ marIcet _ ""Dol to IIw 
oj F ....... .,. the UDitod Stateo. """ ouperior eo that oj R .... , with • 
cliaiDtepated revenue that hilh pooIliDD could DOl ho mainWued. """ the 
eoalideace oj Indian eapltoliolo wauld oIoe ho ohoken. (4) The Sup ....... 

Co.emmeat with ito c:eatraIioed ....... ue GdJ' repreoeotod the maieolJ' 01 
.the IIritIoh -.....""" __ mended the _ for _. anJ' 

em ... ....". iD _ put oj the Empire ..... d for -DI _dIhue 
_ for the general welf...... whleh the trod _Immedi_~ 

alfoetod could _ hoar *'- ito Ioeol r_.... Lord Nopier. ~ 
. cIemuned eo the poI;q oj Ihooe who woaId __ tho beadita oj the 
Supreme Covemmeat eo Ita ,ecelpta ..... d who ...... Id _ -. iD • 

puoc:hial lPirit. to everJ pnwiDee. apptapl'iatiou prep :rtiaaecIeo'" 
opecIfie........... He oIoe thoopa that tho _ iD which P-U 
for ... Gnonciol .... d political rewI_ .. had heon pat forward w .. 
_ quite ,...,.Jar and rilht.-Mina,. ".,." the I5IIt FeI>nMIIfI. 1368. 
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Revenue. But fle questioned the policy of any 
such partiallocaliaation of revenues and charges, 
for they would. in his opinion, tend rather 
to delay than to facilitate. the introduction of Ii 
more complete decentralisation. and would not 
very materially diminish the amount of supervi
sion which was at the time exercised by the 
Supreme Government over the Provincial Govern
ments. Mr. Arbuthnot thought that freedom of 
action. within certain financial limits. would supply 
incentives to economy. He then suggested a 
scheme under which certain branches of expendi
ture would be set apart as imperial. and the quota 
to be furnished by each Provincial Government 
towards imperial expenditure should be deter
mined annually by the Governor-General in Coun
cil. while the remainder of the revenues of the pro
vince would be left at the disposal of the Provin
cial Government. ~ith a view to establishing 
a thoroUghly effective check over the expenditure 
of the Provincial Governments. he suggested the 
following procedure: .. Each I..oc:al Government 
should be required to submit annually to the I..oc:al 
legislative Council a budget estimate exhibiting 
the probable amount of revenue which. under the 
orders of the Government of India. will be left at 
its disposal. and the expenditure which it is pr0-

posed to incur. The votes of the Council should 
be taken on the budget. aecbon by aecbon. or item 
by item. it being open to any ~ to move the .. 

7 
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omission or reduction of any particular item of 
expenditure which he might deem unnecessary or 
unduly high, or an increase of charge when he 
might regard the budget provision too. low, or the 
insertion of any new charges which he might deem 
called for. On all such amendments the votes of 
the Council should be taken. and the budget 
should be 6nally passed and embodied in an 
Appropriation Act. as voted by the majority of the 
Council." 1 It is most unfortunate that these 
proposals did. not commend then18elves I to the 
persons controlling the political destiny of India 
Wltil half a century later. and even then they were 
not carried into full effect. 

On the 23rd March; 1868. the Governor
General wrote another Minute. in the concluding 
portion of which he observed: .. I believe that 
there is as strong a necessity as there ever was: as 
strong a necessity as there could possibly be, for 
one central absolute authority in India. to which 

, Mr. A~ _eoted that Ihe _ ohoaIcIhe oabject 10 

the foIIcnriq _. ti 0 .. nmneI,.. tIuot It ohoaIcI_ he ill Ihe _ 
oflhe ConndJ 10 _ the _ of.",. __ cIwp h, 

• ____ Ra. 1.000 _ -'t. «10 ..... .",.-.., 

cJw,e of • __ ch· :t ........ tIuot _ .. 10 _ Ihe 
.boIitlcc or ... cI"cd ... of.",. _oat cIwp r-ttdi. that _ 
........ Ihe penciooioa of the c......-.CenenJ ill ConndJ hod ~ 

. Pie;'=. oLbjryocl -Mi_ ".,... tIoe 25f1o F.....,. ,1JIiI. 
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aU other authoritiee in that country must entirely 
defer.' Such authority c:an only be possessed by 
the Governor~eral in Council, and in an eatreme 
emergency, IUch authority must be underetood to 
really centre in the Governor-General himself II 
the ultimate arbiter of affairl. In no other way 
Un the financial meane of the empire be husband. 
ed and ec:onomieecl in time of peace. In no other 
way c:an the power of the empire be effectively 
wielded in time of danger." I 

The ecbeme of decentralisation WII referred 
by the Secretary of State to a Committee, the termI 
of reference being II followa: II ( I) Should the 
Pre.idency Governmentl be allowed to manage 

.• Ho .... ftIdoatIso tI.Io .............. _. H TIlaaah I fuII:r 
............. \he lairal ouppoIt ....... br .. _ allM ntl.odlioo 
'0 ........ ~ I _ 0 •• 1 ..... \he .... Ihot _ 10 _ o6:ioI 
q_ Ih_ 10 ..-.. ... dooIno .... wm.Ibo b' F I , aI 
lheQ..a·.... 2 "'Ia~"""'~" 

• Ho b ... fwIhot ... AIMI II ___ ........ 1IiIl poooihIe~ 
w. __ haw 189 _ ~ But IaoIdaa ID 1M _ aI the 
..... _ aI Iho w.lcL .. Iho.-r. aI thoIr _~. 
_ I I .... .....-. :.a- .... ~ .......... lP'hi'-
........ _ .... _ 10....... .... "lbrthe ...... aI ... 
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any, and what. portion of their local expenditure 
and of their local taxation. wit'hout reference to the 
Government of India~ (2) Should any system 
of advances from the central to the local treasuries 
for Presidency purposes be introduced ~ " On the 
23rd April. J 868. Sir Stafford Northcote. thc:n 

_ Secretary of State for India. said in the House of 
Commons: ,. Mr. Massey has proposed a scheme 
by which local administration and objects may be 
promoted by the expenditure of local funds. raised 
on a system of local taxation. This is a matter 
difficult to manage. and we must be cautious. for 
it is better to be a year or two too long than to be 
precipitate in our proceedings.. However. in the 
general principle of Mr.' Massey's proposals I 
readily concur; and I hope it will not be long 
before something of the kind is carried into effect. 
We must take care that the solidity of Indian 
finances is not shaken. anl we must provide safe
guards against reckless expenditure. We have a 
system which has raised the credit of India to the 
highest pitch. and therefore I would be the last to 
disturb it.' and would be slow and cautious in 
introducing any.change." 

The scheme of federal finance had the 
support of the majority in the Governor-General's 
Council, and was approved by all the provinces 
with the single esception of Madras. But the 
stubborn hostility of Sir John Lawrence. who was 
supported by Sir Henry Mortimer Durand and 
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Lord Napier of Mercru.toun. stood in the way of 
the acceptance of 'the proposaJ.1 It is idle to 
speculate now on the caUsell of the strong and 
unbending attitude taken up by Sir John towarde 
the scheme. Perhaps his angle of vision had been 
distorted by the spirit of insubordination displayed 
by Sir Bartle Frere. Governor 'of Bombay. It 
is also POllible that. while he did his beet 
to maintain peace in India. he waa always 
haunted by the spectre of. war. It is a matter 
for inGnitc regret that a narrow and short
sighted view prevailed over an enlightened 
policy on a question of such importance. But 
perhaps the time was not yet ripe for the adoption 
of a system of federal finance. Federalism in 
financial matters can only c:o-eziet with federalism 

, It !DO!' "" DOted that. III 1868. Col. Go Ch ... ~ "'-ahi out 
"10 ........ _ IftfIi_ Poll •• III wJoIch "" ~ed • _., fedenI 
'- Ha.~. ,ed .... tM"'" £or tM.mIo., tM ..... -.. 
_ would "" Io.md ia 1Il-. tM Pto-riadol Co_ .. onlO with • 
...... of 6...-J __ bilBlo. Ha ........ clthot the __ of 
Indio. IDoOaed of l>eIDe cIoaIt with ___ oha.Id "".. oIocI_ 
cIIooIDct _YiacIaI __ Eod PN"i- "" oaid. "'-leI "" ......
with 110 q_" the ....... ao, "M' of tM -' .... ",hId. it oI.oald 
"" NqI>IJed 10 _"- 10 tM -..w ead.eca-. 1100 _.k a • ., 
110 '-oIooWd "" Wt Ol Ie _ :Ii., I 1100 ................. 
would "", (1,1100 """" ....... , (21 __ debt, (31 -.J.I! .... 
.... t of the COwram ..... of 1DcIia; (4) clipbm " --JW.L 1I111a; 
(S, ....,., (6, ImpooIol _d .... _ the ......... , •• ' , 
171 __ ~ - r~ capital, (8' rulO ill oicI .. _ .. 
.... _......-- Tbio ..... _ ill Col. CIt.,'. p' ;""" 

-. ..... to --JW.L the ft' 'iCIM of .......... ) t 'I c-. __ • joooI .................... . 
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in other spheres of governmental activity. In the 
sixties of the last century and for. a long time after
wards, the Provincial Governments were merely 
the subordinate parts of an autocratic administra
tion. The spirit of democracy was entirely absent 
from the administrative arrangements of the 
country, and self-government for the Indian people 
was still a far-off ideal. In such circumetances, 
a relaxation of central authority might have made 
the Provincial Governments even more autocratic 
than they actually were. On the other hand, 
it was not beyond the range of possibility that 
the acceptance of the federal principle in finance 
would itself have accelerated the pace of advance 
towards a federal system.. of government based 
on democratic principles. 

The financial positionS of the different parts 
of India stood thus towards the close of 
this period ~-Govemment of India: revenue, 
£2,538,362: expenditure, £13,458,414: deficit, 
£ I 0,920,052 ; Madras: revenue, £7,507,081; 
expenditure, £6,598,163; surplus, £908.918 : 
Bombay: . revenue, £9,437.772: espenditure. 
£8.440,429; surplus. £997,343; Bengal: revenue, 
£16.533,385; expenditure, £6,544.463: surplus. 
£9,988.922; North-Western Provincea: reve
nue. £5.817.449: espenditure, £2,947,345; sur-
plus. £2.870,104; Oudh: revenue, £ 1,476.183: 
espenditure. £773.151 ; surplus, £703,032 ; 
Punjab: revenue. £3,434,015; ezpenditure, 
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£2.382.111; lurplul. £1.051.904i Central Pro
vinc:ee : revenue. £ 1.074.515 ; expenditure. 
£1.185.656; deficit. £111.141; Beran: revenue. 
£645.335; expenditure. £555.841; lurplul. 
£89.494; Britieh Burma: .revenue. £1.266.493; 
expenditure. £895.855; lurplue. £370.638.1 

Thul we find that aU the provinc:ee of India. 
after payina their own way. )'ielded eurpluaee' 
which were utilieed for the purely imperial Ie

quiremente of the Covernment of India.. It ehould 
be noted in thie connexioo that. unlike the other 
provincee. Madrae and Bombay maintained eepa
rate army eetabliahmente. The military chargee 
of theee two provincee ehould. therefore. be de
ducted &om their provincial expenditure. in order 
to obtain a proper idea of their cootributiOll8 to the 
Covernment of India. During the year 1866-69. 
the military chargee in Madra. amounted to 

£2.711.815. and in Bomba, to £2.584.069. The 
real cootributione of th~ two provincee toward. 
central ezpenditure were thUl £3.620.733 end 
£3.581.412 respectively. The cootributiOll8 of 
the different provincee in proportioa to their 
revenuee etood .. folloWl: Bengal. 60'4 per cent.; 
North-Western Provincee. 49'3; Madne. 48·2: 
Oudh. 47·6; Bombay. 37·9; Punjab. 30·6; British 
Burma. 21·3; 8erare. 13·8; Central Provincee. nil. 

, n. s.- ........ _1 .... c.-s.-... p.. ..... 
• The c......I Po.:' eI=- .............. , ........ _. 

-, ... 1867 .......... , ...... _ ...... __ s· . 
• 



CHAPTER III 

STEPS TOWARDS DECENTRALISATION 

The question of provincial finance was not 
allowed to rest undisturbed for long. On the 7th 
November. 1868. Sir Richard Temple. the 
Finance· Member. wrote a Memorandum on the 
subject. He observed that the Jinances of India 
must be under the complete and absolute com
'·mand of the Government of India. even though 
a part was localised. This. in his opinion. was 
essential for the security' C?f the public debt. and 
for the political safety of the empire. Besides. 
the revenues of the several Governments were 80 

interlaced that it would be impossible to allot to 

each province only its own revenue. He was 
unwilling to recommend a plan to make over. 
absolutely. to Provincial Governments any speciJic 
heads or. proportions of revenue and charge. 
because sucn a transfer would not be 6nal. 
but would merely be a ground of claim Eor 
further transfers. Sir Richard Temple did not 
consider the then existing system bad or devoid of 

'merits. but thought it might be improved. In order 
to give the Provincial Governments a more direct 
interest in their 6nances. he deemed it expedient 
to keep them better informed as to the reasons for 

I S6 ) 
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what was allowed or disallowed, and to establish 
a visible connexion between increase of revenue 
and increase of expenditure for administrative 
improvement. The Finance Member suggested 
that, in the first instance, the financial powers of 
the two full Governments of Madras and Bombay 
might be enlarged, so that, after reserving the 
existing contributions of Madras and Bombay 
towards imperial charges, including military and 
marine, the Governments of those Presidencies 
might be allowed to dispose, each year, of the 
remaining charges and revenues within their juris
dictions. But savings at the end of the year would 
lapse to the imperial revenue, and the Central 
Government', control over the higher. salaries and 
over aeneral rates of pay, would be reserved. By 
this arrangement, all increase of revenue within 
the Madra. and Bombay Presidencies would 
accrue to the Provincial Governments, and those 
Governments would be relieved from contributing 
to the extinction of the deficit ezisting at the time 
and to future reductions· of debt. Further. h«: 
agreed that the control of the Government of India 
over the detail. of .. establishment" might hi! 
relued to some eztent. But he would DOl 

allow the Provincial Governments to raise an, 
public loans on the aecurity of the general _ 
nU«:ll. 

This was just as much as Sir Richard _ 
able to recommend at the time. 'but he gave the 

8 
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assurance that he would put forth his best efforts 
for the successful execution of any scheme which 
might be adopted. In a Note submitted by the 
Financial Secretary, Mr. E. H. Lushington, it was 
pointed out that, under this scheme, out of the 
revenue of £48,580,000 (according to the budget 
of 1868-69), the Government of India would retain 

. its full control over a sum of £40 millions, and 
exercise a modified control over the remainder. 
The two Presidency Governments would have at 
their disposal the following surns,-Madras, 
£3,695,000, and Bombay, £5,010,000. 

Sir Richard Templc:'s proposals were of an ex
tremely limited character, and they failed to excite 
any enthusiasm. Financial difficulties again led 
the Government to initiate a'discussion of the sub
ject in 1769. In December of that year, Sir John 
Strachey observed in. the Lc:gislative Council that 
the deficits and the uncertainties of Indian finance 
had not arisen from any failure in the resources of. 
the empire, but were .. the temporary accidents of 
an imperfectly developed financial system." He 
expressed . the view that the difficulty could be 
removed if the principle was acted upon that the 
imperial resources were not to be expended fM 
purely provincial purposes. and if some plan was 
adopted EM giving the Provincial Governments 
real motives for economy. .. It has been truly 
said.... he observed, .. that under the present 
system every Local Government has a purse to 



STEPS TOWARDS DECENTRALISATION 59 

draw upon of unlimited. because of unknown. 
depth. The Local Governments have now no 
financial responsibility. and no means of knowing 
what amount of money they may legitimately 
consider to be the income. and the meaaur-ea by 
which their annual expenditure must be regu
lated. They aee on every aide the neceaaity for 
improvements. all of them perhaps involving fresh 
expenditure. and their constant-and I will add. 
under the wsting system. justifiable and proper
desire. is to obtain for their own provinces and 
people u large a share as they can perauade the 
Government of India to' give them out of the 
ieneral revenuel of the empire. I am satisfied 
that there will be no real economy. and no com
plete and really effective check on our constantly 
increasini expenditure. until there hu been placed 
upon every Local Government a specific respon
aibility for maintaining an equilibrium between its 
income and expenditure." 1 In April of the foIIow-' 
ina year. Sir John Strachey reverted to the aubject. 
when he expressed his conviction that. until every 
Provincial Government had a certain income of its 
own. out of which it could provide a certain por
tion of the public expenditure. the 6nancea of the 
Government of India would never be put in a 
satisfactory condition.' 

r s.o-l> 01 51< J. Su.d>07 ia Iloo 1..oaioIod .. c-;J _ ........ 
No-,*, 11169. 

• Po,"I ...... elIMLoa; ..... ~....,IM-JtlA ....... 'GII. 
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The new Governor-General. Lord Mayo. felt 
convinced that a change of system was necessary. , 
He expressed the view that the provision so far 
made for education. sanitation. buildings. and 
communjcations had been inadequate. and that 
increased taxation would be needed to carry out 
all these objects! Sir Richard TeJ!lple. however. 
took a pessimistic view of the matter. He re.
marked that. after obtaining greater financial 
freedom than they enjoyed at the time. the 
Provincial Governments would have no golden 
road open to them which was not open to them 
~Iready. or which was not open then to the 
Supreme Government. He also uttered a note of 
warning in the following words: .. If the conces
sion of financial freedom to the Local Govern
ments were to lead to any considerable increase of 
local taxation. I should not regard the change of 
system as an unmixed good."1 

On the 23rd June. 1870. Sir Richard Temple 
wrote a Minute which became the starting-point of 
a long discussion. He stated that the Govern
ment muSt be prepared to improve the financial 
position in 1870-71 by at least one million. or if 
it was decided to reduce the rate of the income-

. r LonI M."o adeled: .. I belieoe tIw iDU.....d hwltioa _aid be 
. much more palatable if it were IcYied UDder the coDtrol and MDCtioa 
of local authorilieo. aad if the _Ie who paid II were made .....a. ... 
loy daily espaience. 01 tho beaefi .. they derived ham.ach hwltioD." 

-Speeeh delivered iD the ..... ioIati ... Cowu:il. Sth April. 1870. 
• Prooeodin .. 0/ flo. Leg;J.ti .. C ........ I. 11170. 



STEPS TOWARDS DECENTRALISATION 61 

tu by two million.. Among other method. of 
meeting the difficulty. he .uggeated that .ome 
item. of expenditure. amounting to a million or 
two milliona. to be selected hom the four heade. 
-jail •• education. road.. and police.-might be 
removed hom the Imperial budget. and made 
over to Provincial Governments. who would be 
left to meet the fund. by provincial taxation. Sir 
Richard Temple was him.elf not an advocate of 
the measure. but he introduced the subject at the 
request of the Governor-General. Sir John Strachey 
recorded a Minute. in which he ezpreased the 
view that imperial charge. amounting to a million or 
three-quartere of a million .terling. could be eaaily 
tranaferred to the Provincial Governments by in
c:reuing the road Cell. But he thought that the 
mere transfer of charge hom imperial to provin
cial reaourcee without increasing the responsibility 
and control of the Provincial Governments. _ 
likely to .tir up eztrem~ irritation and opposition 
in the provinces. He. therefore. considered it 
essential that Provincial Governments should be 
vested with a reasonable amount of responsibility 
and control over the detaile of their own ezpendi-
ture. 

V lord Mayo said on this occasion : .. I 
believe. as I have repeatedly said. that if we 
place administration of portiona. both of our 
revenue and ezpenditure. in the hande of the 
Local Governments. it will lead to economy •. 
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to increased responsibility. to the avoidance of 
much administrative difficulty. and above all. 
it will enable the rulers of the country 
gradually to institute. in various parts of the 
empire. something in the shape of local self
government. and will eventually tend to associate 
more and more the natives of this country in the 

---.9'nduct of public affairs." The Governor-General 
then gave a sketch of his scheme. He estimated 
that the budget for 1870-71 would be worse than 
that of 1869-70 by half a million. and that the 
reduction of the- rate of the income-tax would 

.. occasion a further loss of one million. He. there
fore. considered it necessary to reduce imperial 
expenditure to the extent of a million and a half 
by throwing the burden on provincial resources. 
Lord Mayo proposed that the charges under jails. 
education. roads. civil buildings. and police should 
be made over to the control of Provincial Govern
ments. amounting in all. as in the accounts of 
1869-70. to £4.514.332 .. To meet these charges. 
he suggested the transfer of the excise receipts of 
over £2;000,000 and a lump assignment of 
£1,500,000, leaving Provincial Governments to 

find the remaining million. 1 

, ID coadudins hi. oketeh 01 th. huIo OD which. jD hio opUU-. 
imperio! & ........ ohould for th. luta... he coadDdocl. he _..-ted 
th. IollowiDs ouI..ntag .. of th. oohom.: 

.. UDdu it tho budeao 01 tho _Ie woaId he ..."., Illi8htly, 
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Sir B. H. Ellis, a member of the Governor
General', Council, in his Minute of the 22nd July, 
1870, deprecated a demand for heavy new taxa
tion to relieve the imperial exchequer. The pro
posed local taxation would not be for Purp08e8 to 

be administered by the aid of the people who 
would pay the tax, and therefore, in his opinion. 
would not be really local. He expressed the view 
that the greatest caution should be exercised in 
requirinll contributiona for imperial 6nance from 
local tues. Further, he recorded hi. opinion that 
the plan would be free from objection if the state 
of the finances admitted of the whole of the pre
sent total aaaignment under' the five heads beina 
made over to the Provincial Governments, leaving 

olm .. InoppNCIab17. In.......! durin. II. ....... iIIa 1'_. 
Tho Sup_ eo-.u.. ... 1 _ .. Id "" ...n...d·of ..... __ of 

_It. whl.hlt _ot lor ....... loa .... adeq .... ~ 
Pro'llnclol .ut"Grit:r _u1d ~ III wbet mode lhe .... wi ... 

_ .... of 11. __ 10 could "" _ oaoibr p..mdad lor. 
SoocI will "" __ which _ "- .-I..oll7 _ • _ of 

Local Solf· ............... 
Under proper lDIinJdioll. coatrol. ..... ... iua ad Pahlicit:r. I 

"""-..- m:r will "" prKtlaad. 
Tho ~ W- the Soap I ..... La.aI Co,. . .. _11Il._ ~ _ 1DieJ.a "" ....... 
Tho ....... of. __ to the _,/; .'/;lehle _ of _ 

, ..... wlIl b. : ON..,. ....... . 
I .. _of~.of'-'- .. of-._ I~_ 

eM be ... Iii·" iDIiIted_~ 
Natiohl a.dII: will ..... p ...... ~rl.a .... tn- ... F"in .. 

the _ 'IUioloIe ..... _ .......... ·of • r b .... "_""--
......... ZW I_fill. 

s.. _ J. F. F"mI.:r'. AI ...... _ Po • L·.",. . I 
A ..... n ...... 
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them to provide by extra local taxation for any 
future improvements in the several branches of 
administration thus placed under their control. 
He urged that. in any case. the reduction in the 
assignment should be much less than a million.1 

. . 
The matter was then discussed in the Council. 

and it was decided that the proposal should be 
referred to the Provincial Governments with cer
tain modifications and explanations. The sugges
tion for transferring excise revenue was dropped. 
The heads of charge proposed to be transferred 
were: jails. registration. police. education. 

,medical services (partly). printing. roads. 
and civil buildings. It was also proposed to 
make over the departmental receipts under 
all these heads. For the remainder of the 
net charge. a lump· assignment for each 
province was suggested. which was calculated on 
the figures fot 1870-71. The Provincial Govern
ments were first to consider how far the deficiency 
in their total grant could be met by . re-distribution 
among the several heads and by retrenchment. 
and were then to resort to local taxation. if neces
sary. Circulars were sent out to all the Provincial 
Governments explaining the scope of the scheme. 
The circular sent to Bengal contained the follow
u;g significant remarks: .. The plan thus set 
forth does not profess to remove all inequalities 
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which may now exist in the Provincial distribution 
of the Imperial grants for the services affected. 
But it will afford facilities to each Local Govern
ment for partially correcting any such inequalities 
by distributing the total amount assigned to it 
among the several heads affected as it may think 
belt for the public service: the requirements of 
each department being sufficiently provided for. 
No suggestion for the remedy of any alleged un
fairnesa in the assignments made to the several 
provinces can be diacussed on "the present occa
lion." I These propOl8ls were hued mainly on 
the financial necessities of the Government of 
India. But it was pointed out in the circulars that. 
apart from financial necessity, the change of 
'yatem was, .. on general ground., ezpedient." I 

The Provincial Governments, while they con
aidered the aaaignments to be too small,' accepted 
the proposed measure. 81 an improvement on the 
then existing 8yatern. utenaions in the acope of 
the &cherne were, however. eunested. and 
objections were raised to additional tuatiOll which 
it would be necmnry to levy in ~ to meet 

• Omolu. oIo&..J the 17110 A_ 1870. 

• IW. • T. tIoio ol.ie<tioD SIr RldoonIT .... -Wt ... the ...... 
_ .. _ ..Ill- .. _...J. .. -W ~ .. daodod. ....... 
the Co __ "' of ..... __ Iikoq to .. .w. to ...... _ ... 

___ timellDaawe.. r_~ ..... CUlU .. C. L-.C 
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9 
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the then existing imperial expenditure." But 
not much heed was paid to these suggesti"ns. 
The scheme was put into its final shape. lind a 
Resolution was issued by the Government of 
India to give effect to it. 

I. The Lieutenant-Covemor of the United. ProviDcee haa1r;cl the 
echeme with hope and con6.dence, but coneidercd the UlianmeiB for 
almOlt """b of lhe departmenl. .ranuened 10 be inoufficienl. He 
nneeted the tran.fer of excite revenue to the prO'Vince.. He further 
urged the establishment of a legi.l.tive counciJ in the province Wore 
whicb the prop....u. for luatioD mighl be pLoced. The Chief Com· 
miaoioaer of Oudb cordially approved of the oc:heme. and _r...eel 
the oIew t1w. although. otrictIy opeokiDK. laadbolden were DOl liable 
to additioaol tosatioa for moot of the oerviceo propooed to be I ........ 
ferred. tbey could foirIY be called UpOD to bear tbeir ohare of the 
sener.J burdea. The COVeram .... of Modr.. cordiallY oceepted the 
..heme. but theughllbat the coatributioa required frem lhe pr_ 
could Dot be provided ia fuD uaI ... more head. oi -..ice were ........ 
ferred. The Cbief Commiuiouer of the Ceatral Provinceo espr...eel 
the OpiaioD tIw Ihe oc:heme wu 6#111'" ..1_ bUI it would be better 
if eome reveaue of aD eIutic character. euch a. escde or lorerlt. were 
obo to be tranoferred. He ~lI8idered freob -.loa impraetieoble or 
laapedieat, aad pcoiated out that tbe' ~ of the __ to 

the prooiaee would lead to the cIioc:oatia ....... of the III .... which had 
.. for beea made to the cIiotric& beardo aad muaicipolitieo oat of the 
_dhri tu. The COVeraor of th~ Bombo,y Praideaey r_ded lhe 
oebeme, thougb imperfect, .. moot n1uab1e aad prepat wilh the 
.-ad ......... to the whole of IDcIia. But lbe maiD defect of the 
oc:heme .... t1w. ia place of a Iised ,,11_ for ... peaditare. It did 
DOt make over to the pr09iDcee certain prodQdive reveD1JeII. He con .. 
duded hio MiDule by apreuiaK the hope tIw eveatu.Jl,. the .. bole 
of the reveaueo would be made __ to the Proriadal ~ 
teo. aa ample eoatributioa toward. Imperial......... The_ben 
of the Ezecutive CouuciI of Bombo,y oboeoved tIw freob -.loa .... 

Impractk:abIe ill the "-deaey ill the thea aiotiq dep_ of 
trade. The Chief cOmmi-ioa.. of Barma cordiall,. _ted the 
ocbeme, but demurred to the relreacbmeat prupoaed for the prooln ... 
He obo c1epreeated additiea.J ....- "hlc:h _ Iike\y to ..-
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·In the Reiolution 1 published on the 14th 
December, 1870, the Governor-General in Counell 

dioconteot ... tho peopl. did DOt dlotlo",l.h between Imperial and 
locaI_tIOll. He. however. thou,hi thot oomo of tho thon cOli ... 
.. u .... oI..-uo mI,ht ho incNuod. The Lioulelwlt-Co_r 01 
tho Punioh objected to tho propooal put forword by tho Co __ 
oIlndl. to lot rid 01 • mllliOll 01 un_"l .. di __ OIl of Ito OWD 

ond to throw UPOll tho Provincial Covemmonto tho on_d with 
It f~ Ifteoltoblo edlum-olln_n, tho dlnct _OD 01 tho proviD
.... H. aI .. uprooood the opprohODoion that. thoro hoIn, DO "'alII!' 
In tho oc:hom •• two or moro million. 01 charp mI,bt at ...,. futuro _ 
be baDofwrod to Provincial eo ......... nto. with a diJectioa to moot It by 
!nob local lUalioD. Th. Llotabant-Gon_ ofl!enpI, Sir William 
C~. pointed out tbat Lord M.,.'. oc:hemo lequlrod Provincial 
Co .. mmoeto to moot on. milllOll 01 Imperial charp by frooh local 
_tlon. wbllot tho Hom. Deportment'. 1_ 01 tho 15tb April. 1861. 
required tL_ to prooldo. by local _lion, for iDe", oed outlq .... 
ed_lion ond rood.. H. -mod that, oup ........ tho ProviDdoI 
Covemmoeto .... abl. to c:omr>br with tho p_ lequioillon, tbe:J 
-'d Dot ho In a pooItlon to ........ ____ .... ---. 

joll .. roodo, po\ice .. eMl buildin .. th ... t~ had .. lor _d.d 
He _rooood tho op\nIoa that ·tb. rood ... bel.,. ........d for ill
.rooood bonelite to tb. _10. It _101 ho ~ ~ to Int .... tI_...,. ot"- DO. __ for tho lurtb_ of tho_ ~ 
He obioctod ... dbw tuotIoa. oad ......... tboo tho ..It cIut7 milbt 
Ii. .h· d to .... the de6dL 

• I. tho pro\llIlInu7 __ of tho Rooo\ation, tbe _ DO it 
u\obooI till tho..... of 1810 _ doocrihad th .. : " Undoo tho ..
_ thooo (tho ProoincIoI, c.--••• to be .. 1ittI. ~ oad 
bothwmott-..foracmItD_.bl .... u.peaditUle; .... _h .... 
w ...... , tolled .... _troI tho powth 01 char.- ... _ wbicb 
It baa ... roIoo tho __ Tho ..... 1 w ... - ....... cIne!oIlr 
"' ...... ill tho -u... of tho -'-_'dod ... th.ir ..... : ODd. _ 
......... tho ~ of otboo _ of tho _ .. of tho 
E.pIro .. a wIooIe. tbe:J .... IioI.Ie, ill th.ir...,.;oq for ! • __ 

II .. PO"'_ ... 01 ..... _ IittIo .... bt .. 5oc:oI • ~,. 0.. 
tho otboo bond. tho Co_ I of Indi.. boiq • I ..... for tho 
..... i" ••• .....,. ill oblieed to ... -.' ...... ...... 

.......' ' .. of aD ant BDI, ........... .we to . 
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expressed the view that it was desirable to enlarge 
the powers and responsibilities of the Governments 
of Presidencies and Provinces in respect of the 

/public expenditure in some of the civil depart
V ments. He wrote: .. The Supreme Government 

is not in a position to understand fully local 
requirements. nor has it the knowledge necessary 
for the successful development of local resources. 
~ch province has special wants of its own. a,nd 

may have means for supplying them which could 
not be appropriated for imperial purposes. A tax 

~daPted to the circumstances of one part of 
.. the country may be distasteful or inapplicable 

-£!.sewhere; and. everywhere. rates may be proper 
for provincial or local purposes which could not 
be taken for the imperial revenue." 

It was further stated in the Resolution that it 
would have been satisfactory if the Government had 
been able to take the 6rst step in the direction of 
enlarging the powers and responsibilities of the 

distribute .. tUlactorily the r_rca 0CIlUI11y "";lable. Th... it 

hoppeIUI that !he Supreme ... d Local Govemm ..... reaord from cIiJIer· 
eDt point. of view mCUUl'e8 iDvolviDc' expenditure; and, the divilioa 
01 -,bili.,. beiatr iU..Idiaecl. there oeear eoaSicto 01 opj"iaD" 

iurioaa II> !he public oervice. la arder 10 .... d theM eoa8ido. It Ia 
..... ecIicat that... far .. pOMible, tho obligAlioa 10 ,ad the fuado 
__ I.. acIminiottative improvemon.. ohould NIl upon the 
ontharl.,. whoa. immediate du.,. it ia 10 cLmoe """h __ 00.... ThIa 
_ th ....... importaat, ......... _ ... Imporial _ wiU _ 

oa8ice lao duo powIa8 _ 01 duo _." 
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Provincial Governments without charging upon 
provincial resources any part of the imperial 
ezpenditure. But thia was considered imp088ible 
Ipecially in view of the fact that the 'Covernment 
of India had already announced a reduction'in the 
rate of the income-to from the following year. It 

f W8I decided that the following departments of 
administration. namely. jails. registration. police. 
education. medical services (ezcept medical 
establishments) • printing. roads. miscellaneoUi 
public improvements. and civil buildings were to 
be made over to the Provincial Governments. At 
the same time. a sum of £4.688.711. which was 
1_ by £330.801 than the assignments made for 
the same services in 1870-71. W8I to be granted 
permanently from the imperial revenue. for these 
IerVlces. 

The actual imperial assignments for provincial 
services would thUi be as follows: I Oudh. 

, £206.948; Central Provinces. £261.263; Burma. 
/ £275.332; Bengal. £1.168.592; North-Weatem 

Provinces. £640.792; Punjab. £516.221 ; Madraa. 
, £739.488;Bombay.£880.075; Total. £4.688.71 I .. 

, I. calcaI.tiq ...... IL tr ••• _ .. D50.ooo .... J 7 • 

..a.hb '-Il00 _ .... to .......... pce" III 10-11, 

.... _' .......... ,,,11.' __ ....... , •• (£19.1991 ..... 
-w W1_ 8ridoIo au- .... da _ .. ..... ' 

..... rei ' N. ,t 1 !.. p' .... -..Ie ..... ... 

..... iIII ttC , ac." ... h ... &..L • n.........,w' .. i. ___ "" .... _ .. __ .... ..... 
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/ All receipts in connection with the provincial servi
ces were to be given up to the provinces in which 
they accrued. The total direct saving to imperial 
revenues was £330.800. It was decided that 
~ch Provincial Government would publish its 

own yearly estimates and accounts in the pro
vincial gazette. together with a financial ex

position (which should. where p088ible. be made 
before the provincial legislative council) analogous 
to tha.t made in the legislative council of the 
Governor-General. In the financial statement and 
accounts of the Government of India. the assign
ments were to appear under a single head 

/ •• Provincial Services." 1 Any unspent portion 
of the assignment was to be carried forward to the 
credit of the Provincial Government for expendi
ture in the following yeat at its discretion. The 
assignments thus made were to be permanent.' 

The financial control which was thus en trusted 
to the Provincial Governments was to be exercised 
subject to the following conditions: First. without 

• The __ ... d _10 wen: prepueel ill rdonce wilL 
tJu. dedolon hom 1871·7Z to 1877-78. But the old .,....... _ revated 
to in 1878-79. From th .. date the cIetoila 01 pnwinciaI ..- ...d 
_onclilure wen: ence mono iDduded ill the badaet ...d _aunlo of 
the GooemmeaJ of I.adiL 

.. P_b 17 01 the R-I_ ....do .. foIlowa: .. UnI __ 
.&.c.l 1IliJomuoe • ....b .. • boa.,. .... III the opiam __ OIl 

aatioaaI dia.ter. MIC.h .. wu ,. 8eveJe faaaiae. oceura, tIt.. Goo_DOl
Ceue:raI la Comadl will m.;nl.in .. the fatare ."'pmn" fOI' 
pnwinciaI NrYkeI at the .m=nb IIOW heel. 1"Iaq will DOt. ID allY 
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the previous sanction of the Government of India. 
(i) no appointment wae to be created with a 
salary of more than 250 rupees a month; and no 
addition wae to be made to the pay and allowances 
of any officer if they exceeded Re. 250 a month; 
(ii) no da88 or grade of officers W8I to be created 
or abolished. and the pay of 80 da88 or grade of 
officers wae to be raised; (iii) no addition W8I to 
be made to the payor allowances of any individual 
or dau of officers. that might lead to inm;aee in 
the emoluments of any public servants doing duty 
in the same province. whose pay and allowances 
were charged to the imperial' revenues; (ill) no 
moneys were to be removed from the public 
treasuries for investment; (11) no services rendered 
to other departments by the departments now 
transferred to the control of the Provincial Govern. 
ments were to be diminished. nor were any services 
rendered to these departments by the departments 
left with the Gover~ent of India were to be 
increased. Secondly. the rules of the Supreme 
Government in respect of leave and absentee. 
deputation. and superannuation allowances were 
to be observed. Thirdly. retuma. accounts and 
estimates were to be aubmitted to the Supreme 
Government in such forma and at auch times as 
miaht be~.' 

The Governor-General in Council upr I ~ II 
his belief that the change would produce greater 

• Rauloti ...., tie ffllo 0 I • • fa 
• 
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care and economy. thai it would Impart an ele
ment of certainty into the fiscal system which had 
hitherto been absent. and that it would lead to 
more harmony in action and feeling between the 
Supreme and Provincial Governments than had 
so far prevailed. But. beyond all this. there was 
a greater and wider object in view. .. Local 
interest. supervision. and care. .. wrote the 
Governor-General in Council." are necessary to 
success in the management of funds devoted to 
education. sanitation. medical charity and local 

· public works. The operation of this resolution in 
its full meaning and integrity will afford oppor-

~nities for the develoPl!1ent of Self-government. 
for strengthening municipal institutions. and for 
the association of natives and Europeans. to a 
greater extent than her~tofore. in the administra
tion of affairs ... 

It was decided to confine the interference of 
the Supreme Government in the administration of 
the provincial services to what would be necessary 
for the discharge of that responsibility which the 
Governor-General in Council owed to the Queen 
and her ministers. Intervention might also be 
necessary for the purpose of securing adherence 

• to the financial conditions prescribed. and to the 
general policy of the Government of India. Sub
ject to these general restrictions. it was decided 
· that the PrOvincial Governments would henceforth 
enjoy full liberty in the expenditure of the funds 
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appropriated to .. Provincial Services." The 
concluding words of the Resolution are worth 
noticing. i. It must. however. be understood." 
it was observed ... that in thus divesting himself 
of control the Governor.General in Council divests 
him8elf al80 to a large extent of his former res
ponsibility. If responsibility for expenditure is 
retained. control cannot be renounced. " 

The Secretary of State. in communicating his 
approval of the measure. observed that the great 
objects to be kept in view should be to .. secure 
the greatest degree of economy consistent with 
efficiency." and .. to provide for the growing 
demand. arising out of improved administration 
without materially increasing the burdens of the 
people. .. In regard to the latter aim he added: 
.. I am specially anziOU8 that. when devising 
measures of improvement. it should be the earnest 
endeavour of each Local Government to provide 
the funds required f~ them by the exercise of 
strict economy in their expenditure. and that 
additional toation should only be resorted to in 
caaea of undoubted necessity and when the in
come otherwise available is dearly insulficient ... I 

Let us now consider the merits and defects of . 
the scheme. nat a change was needed in the 
bancial system was admitted by all. But, if we 
carefully analyse the system of 6111l1lCia1 decentral 
isation as adopted in 1870. we 6nd that it did 

10 
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not introduce any changes of a far-reaching 
character. It failed to embody the great prin
ciples which had been enunciated by Mr. Samuel 
Laing and Mr. Massey. The actual scope of 
Lord Mayo's measure was far more restricted than 
that of the scheme of federal finance advocated 
in 1867-68. Its aim also fell much shorter than 
that of the former scheme. Although the desir
ability of investing the Provincial Governments 
with larger powers and responsibilities was stated 
in the Government Resolution to be the main 
object of the change, it was in reality the necessity 
for aHording relief to imperial finance that led 
to its adoption. 

/ As for the effects ~f the new system, it is 
clear that, while it put.a check to the demands 
of the Provincial Governments on the central 
exchequer, it did not provide any real motive 
for economy in financial administration. The v' 

-;;'W system merely shifted the responsibility for 
expenditure under certain heads hom the Gover
nor-General in Council to the Provincial Govern

, ments. 1 The Government of India kept all the 

, A. Sir c:.or.. CempbolJ. l.ieuteaant.c....n.o. eI 1IeapJ. 
'pointed 0 .... equilibrium iD the ~ eI the·c...emme.t of ladia 
_ obtained .". tIuowiag a portioa eI the barclea 00 the PnwiacioI 
.Govemmento. aod telIiq them to make up ,the aaaII cIe6dt -
~ ~ aod the ...... cldicit thai 10_'-"" iD future 
yean. ~ aleo remarked that. .. the IeIV.aII ... eometimel more 
..,.Jouo tbaa hill -.... _. 8..,tlemea had _pted to """laiD 
a....,. thio view eI the. cue. aod tried 10 make _ thai then. _ DO 
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10urCes of revenue for imperial purposes including 
those which were of a rapidly expanding character. 
but the burden of increasing charges W8I thrown 
on the provinces. As the Provincial Govern-

";enta were permitted to lupplement their income 
by provincial taxation. the change did not neces
aarily make for economical management of the 
available resources. Besides. the assignments 
were 10 Imall in amount that the Provincial 
Governments were faced with the alter:;'ative 
either of retrenchment in useful expenditure or of 
additional taxation. As retrenchment W8I hardly 

Practicable in the departments transferred to the 
provinces. the levy of fresh lues W8I the only 
available lolution of the difficulty. 

A. a matter of fact. the levy of a conaiderable 
amount of "taxation W&I- found necenary lOOn 
after the introduction of the Iystem of provincial 
decentralieation. In Bombay. two new' lues 
were proposed for the purpose of meeting the 
deficit in the provincial budget.1 Sir Seymour 
Fitzgerald. in introducing these measures in the 
Bombay legiaIative Council. laid distinctly that 
he deplored the necessity of proposing additional 
taxation. but as the Government of India had 
reduced the Irf1I:Dt to the Presidency. he must 

........... tI.e ~ WI" = ' .. .n. Vifts-'" ...... 
c-_ c......r. C.....al. Z1IIo II..".. /81/, • n.- _ (II .. __ r- ..... (21 .. __ tl.e_ 

~"""PQII) if&. 1M .......... I ...... rr ' .. 
tI.e .... _ -"- oh:t .... 
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.. either starve the local services or find the 
money somehow." 1 In most of the other pro
vinces also, additional taxation was levied about 
this time. It was maintained by some high 
officers of the Government that there was no 
necessary connexion between the decentralisation 
order and local taxation." Whatever truth there 
}flay be in this view, the fact cannot be denied 

/ that the years immediately following ~he adoption 
of the new system of provincial finance witnessed 
the imposition of additional taxes almost through

~ut the country.· Not long after this step had 
. been taken, provincial finance formed one of the 
subjects of investigation by a Parliamentary Select 

. Committee. In tendermg evidence before this 
body Lieut.-General Richard Strachey expressed 
the view that the new' system was not respon
sible for local taxation, as it had not conferred any 
additional powers of taxation on the Provincial 

• Proceeding. oj the Le ... lafi .. Council oj Bamb.~. /111/, 
• Vide EoiJenee be/_ 1M S./ed Commitlu. /m. 
• Sir G-ce Compbelllllid: .. We .....Jd _ canJ' OIl the depart. 

ment. made aver to us OD the very reduced cafe which DOW preftiled; 
mill;' could we provide for • fairl,. liberal normal czpcnditure; 
..... of aU. coold we p..,.;de for the grvwth of the deportm ..... w b;e1 • 
.... tarall,. grew. and .. ere m ..... to grow. for the .,..,eli. of the _'e. 
""'ne of .b_ thing • .....Jd .. e .....,.ge without .loin, one of ~ thinp; 
either raiaiDa mcne money by proviDCial tasatiOD lor provincial 
p~ or 'Iuowio, upoo local ceueI • part of the cIw,r .. buherto 
Imperial and ... ow P....mcial:· 0.. __ '- occuiOA be obIeJ.eci: 
.. It put the Local eo-.._ iD tIu. pooitioo ..... the Gowemmem 01 
Indi. tued .he rich. and we tuecI the _ ... d, .......... .... we 
tued eYCI7 ODe." 
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Governments.1 He also said that while. on the 
one hand. additional taxes were levied by the 
Provincial Governments. there was. on the other. 
a diminution of imperial taxation. It was pointed· 
out. however. by one of the members of the 
Select Committee that the remission of the million 
and a half of the income-tax was due to the fact 
that an excessively high rate had been imposed 
suddenly to meet a financial emergency without 
the intention of its being continued longer than 
was absolutely necessary; nor could. in his 
opinion. any connexion be traced between the 
remission of imperial taxation and the levy of 
local taxes. It is much to be regretted that 
high officers of the Government forgot that 
the remission of the income-tax gave relief 
to the comparatively well-to-do. while the 
provincial taxes increased the burden on the poor. 
As a matter of fact •. it would have been much 
better to keep the income-tax a little higher than 

• E ...... M/we .". Soled c __ ,m. n.. _.-
wu ..... 11 •• ia •• Tile Fi_ftCeI"'" P.tmc w.,. 01'..". .... ..... 
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......... .boat tha __ .......... Mo.oLu ..... a-hq ..... . 

lhiI .... _ acct. h' ca' cod ....... _C 1 '." S ,. 
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to compel the Provincial Governments to levy 
fresh taxes at the very commencement of the 
new system. 

A word may be said about the comparative 
advantages reaped from the changed system by 
the Government of India and the Provincial 
Governments.' That the measure was beneficial 
to the Government of India could not admit of a 
shadow of doubt. It set a definite limit to the 
expenditure of the Central Government on subjects 
which demanded continually increasing outlay ; 
while the augmentation of the revenues was not 
to be shared with the p~ovinces. The Provincial 
Governments appreciated the relaxation of the 
vexatious policy of interference in every minute 
detail of expenditure. ·For the moment the new 
system tended to diininish the old friction between 
the Central and Provincial Governments and 
produce greater harmony between them. But 
this effect was merely temporary. Sir John 
Strachey seems to have gone too Ear when he 
asserted that every object with which the change 
of system had been made was more or lese 
gained. 

The actual distribution of the provincial assign
ments gave rise to dissatisfaction in most of the 

• SirRich .. c1Templeoaicl: "Sallelalldll._ .. II_ • 
...... 1 _ wllh certalDlJ' me from ........ 01 ...... bt ................... 
io ....... _ .... Ihe ImperiaJ suclael 01 Sridoh buIia.··-Fi_oI S_. 1811·71. . 
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provinces. For the purpose of allocation, as was 
pointed out by Lord Napier of Merchistoun,l the 
Covernment of India simply accepted the finan. 
cial basis as it stood at the moment. They gave . 
to each province the amount of appropriation 
which it had received in the previous year, mak. 
ing email deductionsfromallofthem.Thie 
settlement had the advantage of eluding opposi. 
tion and securing promptitude, and avoided all 
thorny diacuaaions. But the division of resources 
wa. unequal. l Lord Napier expressed the VIew 
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that any distribution which was made without 
reference to the revenues or the population of the 
provinces concerned was bound to involve in· 
justice. He. therefore. suggested that the provin. 
cial assignmentS should be fixed for all the 
provinces at a normal rate of 121 per cent. on 
their respective revenues. excluding customs and 
opium.' 

Sir Richard Temple. the Finance Member. 
admitted that there had been some unavoidable 
inequality ; but he feared that. if the ~tter 
'was stirred. there would arise a long series 
of disputes which would never be satisfac
forily settled. He. however. thought that the 
facts pointed out by Lord Napier should be borne 
in mind and considered whenever anything addi. 
tional was to be given to the provincial.' 

Sir John Strachey did not deny that there had 
been inequalities in the treatment of the diHerent 
provinces. But he was unable to assent to the 
proposition that the assignment to any province 
should bear a certain proportion to the amount 
which that province contnbuted to the general 
revenues of India. He refused to accept the view 
that the expenditure in each province should 
~ regulated not by its actual wants. nor by 

• Sir Rkbard T .... ple odded: •• Thoaah ... _ p~ u1e 
aWQ' ......... am. .. __ 6" without _ other _ haW>a a rtabt 

to cavil. And. III the lutme. I would by .. to dilcrihate the IPfta 
lif th .... be OIl") __ the Local c.....m........ .. to ..... ecIy_ 
aiotiDa iDeqaolilieo."-M;nate d.rted the 9tII1rdtI. 1m. 



STEPS TOWARDS DECENTRALISATION at 
the means at the disposal of the Imperial 
Government. but by the amount of ita actual 
local revenue~ Sir John observed: "I think it 
would be quite impossible to carryon' the 
government on any such principl~. The Empire 
must be treated as a whole: not as a collection 
of separate and semi-independent States ... 
He remarked further: .. The distinction be
tween imperial and provincial expenditure is one 
which it is convenient. for certain practical pur
poses. to make: but it is. in reality. purdy 
arbitrary ... Whether expenditure be called imperial 
or provincial. actual requirements and actual 
means of meeting them can alone determine the 
amount which the Government of India can 
properly grant. The obiect at which the Govern
ment aimed. in introducing the new system of 
provincial assignment-. was not to attempt the 
task of making a theoretically equitable distribll
tion of imperial revenues between the various 
provinces. but to make better practical arrange

ments £or meeting actually e:&isting charges." 1 If 
evidence was wanted of the narrow scope of Lord 
Mayo'. measllle. these words of an eminent ad
miniatrator furnished it in ample measure. 

The Minute of the Acting Governor~eral 
started a discussion in 1872 as to the c:lesirability 
of further extending the system of provincial_ 
signments and considering whether the a,stem. . 

• ............ ".. Z7aIo I .. lin. 
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could be applied to any sources of revenue. On 
this occasion. Sir John Strachey expressed the 
view that the Government of India was not in a 
position to devote any proper care to the develop
ment and administration of those branches of 
revenue which depended entirely. for their 
management and collection. on the local autho
rities. He said: .. I think it certain that the 
authorities who administer the revenues ought to 
be made practically responsible for doing 80 in • 
the best manner possible ; and this responsibility 
"will not be really felt until the Local Governments 
find that. while bad administration of the revenues 
led to their own injury. good administration gives 
them increased means of carrying out the improve
ments which their provinCes require. They.have 
now no personal inducement (so to speak) to 
develop the public revenues; and this inducement 
ought to be given to them." 1 No further steps 
were. however. taken during the next five years 
towards extending the system. 

In submitting their reports on the operation of 
Lord Mayo's measure during the years 1872 
and 1873. the Provincial Governments pointed 
out its defects and limitations. 80 far as it affected 
their respective provinces. The Governor in 
Council of Madras observed that the general re
sults of the' measure had been favourable. but 
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,,"'urged that more departments should be transferred 
and that inequalities in assignments should be 
conected.1 The Governor of Bombay WB8 dubi-
~s 118 to the succeaa of the decentraliaation 

meuure.' He expreaaed hie strong dislike of 
provincial taxation. and urged that a certain per
centage of the revenues of their respective terri
tories should be made over to the Provincial 
Governments. The members of hie Council. while 
concqrring in the view that the Government of 
India should be asked for a percentage of the 
revenues. thought that a reversion to the old system 
would be II retrograde step. 

Sir George Campbell. Lieutenant-Govemor 
of Bengal. observed. that the assignments. prior 
to Lord Mayo's measure. had been made with 
more regard to the pertinacitY and boldn_ 
of the Provincial Governments than to their 
relative population and tenitory. and had conse
quently been unequal. The ezpenditure al
lowed in Bengal under the heads. police; edu
cation. and public works had been much smaller 
than that allowed in the other provinces. in pr0-

portion to population. Aa the aasigrunent of 
1870 had been based on the previous aasigrunents. 
1_ II considerable sum, a great deal of .6mmcial 
difliculty had been apprehended. But by 0b
serving economy and retrenchment. it had been 

. 
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found possible to make thet wo ends meet, and 
thus avoid additional taxation. He suggested 
that the income-tax should be transferred to the 
provinces. In concluding the subject, the Lieute
nant-Governor said that the wisdom and practical 
efficiency of the system had been manifest.1 

The Lieutenant-Governor of the North.Western 
Provinces· observed that the system had worked 
wdl, but its defect lay in its inelasticity. He, 
therefore, urged that in future a fixed allotment 
be transferred with the services, besides a share 
'iIi the growth of provincial revenues over a normal 
amount of such revenue.· The Government of 
the Punjab thought that, the decentralisation 
system had worked successfully, but the fixed 
character of the provinciai allotment was a blot on 
it, which should be removed by granting to each 
Provincial Government a percentage of the general 
revenue of the province. The Chief Commissioner 
of Oudh said that the scheme had generally 
worked well." The Chief Commissioner of 
the Central Provinces expressed the opinion 
that the system of fixed assignments detracted 
seriously from the value of the scheme. The 
people, he said, would not be made to contribute 
more than a certain amount in the way of taxes, 
whether they were called imperial or provincial. 

• Lett. J.ted IIut Utlo 0-'-. 1112. 
• Lett..J.tH IIut 15110 0-'-. 1112. 
• Lett. Jtdalllut l/JtIo 0-"". 1112. 
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He. therefore. SUggested that all revenue. less 
a portion for meeting imperial charges. should 
be made provincial. In case. however. the 
Government of India should be unwilling to 
take 10 great a step. the Chief Commissioner 
urged that the Provincial Governmenta should be 
allowed lOme heads of revenue or a share in the 
growth of resources.' 

A brief account of the aaaiped revenues of 
the Provincial Governmenta and' their expenditure 
upon the delegated services during the period 
1871.76 will perhaps be found interesting. The 
Government of India inaugurated the' provincial 
system by granting to the provinces balances 
agglegating Re. 20 Iakha. Their receipta in the 
6ve yean. induding provincial contributions. 
aggregated a little over Re. 30 crores. The ezpen. 
diture upon the delega.ted eervices amounted to 
Re. 30 crorea. The total balance of the Provincial 
Governmenta on the 31st March. 1876.' was 
Rs. 19l Iakha! 
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The financial embarrassment of the Govern
ment of India. was the occasion for taking the 
second step towards a policy of provincial finance. 
In1877. Sir John Strachey. then Finance Member 
of the Government of India. finding it necessary 
to improve the revenues of the country. recalled 
the words of Mr. John Bright about the decentra
lisation of the Indian Government. He felt con
vinced that a further step in this direction. lead-· 
ing inevitably to improved administration. would 
bring about a great increase in the productivene88 
of the existing sources of revenue. a great diminu
tion of the evils of fresh taxation.-if fresh taxa-

. tion'hecame necessary.--and a great economy 
in -expenditure. Experien~. he observed. had 
shown that the results -of the system introduced in 
1871 had been thoroughly satisfactory.. While 
objections had been made to some of the details. 
and Provincial Governments had often said that 
the change had not gone nearly far enough. 
neither the Government of India nor any Provin
cial Government had felt a doubt as to the correct
ne88 ~f the main prin~iple or the generaisuCCe88 of 
the new arrangements.! He did not forget to 

f 

, 
• $r Jolm StnocJ,ey added: .. Every object with which tho c ....... 

of lYotem w .. mad. h .. more 01 1_ boee pined: .he old IrictiGa 
hetwceo the Supreme omd Lo..J Gotoemm""tto .... boee ~ dimi
.u.hecI : the authorit;y of the Supreme c..v..ram- omd Ita _ of 
.""era1 CGIlbol. inIt .... of heiq ............. hne hecoma _or omd 
mar. real : _ the ....... pt to interfere iD aU IOrio 01 p_ detail. 
_ ...... cIoned. the Lo..J Gotoemmeutto ...... boee able to earJ7 oat 
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eibphasise the fact that imperial finance had derived 
substantial benefit from these arrangements. 

But the weak point in these measures. in the 
opinion of Sir John Strachey. was that. while 
they transferred to the Provincial Governments 
the responsibility for meeting charges which 
had an undoubted tendency to increase. the 
income placed at the disposal of the Provincial 

• ;Governments had little room for development. 
Sir John Strachey. thereforE). thought that the 
system of provine ial assignments ought to 
be applied not only to expenditure but also to 
Income. .. What we have to do." said the 
Finance Member. .. is not to give to the Local 
Governments fresh powers of taxation. but. on_ 
the contrary. to do all that we can to render fr.esh 
taxation unnecessary. and to give to those Govern
ments direct inducements to improve those sources 
of existing revenue which depend for their produc
tiveness on good administration." 1 This could 
only be done by giving to the Local Governments. 
which had in their hands the actual working. of 

many measures of improvement which would otherwise have been 
impracticable; and 80 far 8S I know there h.88 not been a lingle 
counterbalancing disadvantage."-Financiol Statement. 1877-78. 

J The Finance Member took as an example the two great heads of 
'excise' alid 'stamps: the administration of which. Jhough centralised 
in the Go:vernment of India. bad to be carried on by th6 officers of 
the Local Governments; the evasion of these taxes was notorious. but 
he hoped that better administration would give a large additional 
revenue without the country feeling that any new burdens had been 
imposed upon it. 
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the great branches of the revenue. a direct and 
almost personal interest in efficient management. 

Another defect of the system of 1870 was 
that the services in which the provinces were 
given a financial interest were relatively few. 
A further development of the system was thus 
urgently called for. Such development had. in fact. 
been foreshadowed by Lord Mayo. the author of 
the first measure of decentralisation. He had 
m~de the significant observation in 1871: "At 
some future time. it may be thought desirable to 

'apportion certain heads of revenue to local autho
rities reducing proportionately their grants." I Time 
had now come for the fulfilment of this promise. 
In a letter addressed to the 'Secretary to the Gov
ernment of the North-Western Provinces in 1877. 
the Governor-General in Council suggested that 
the management of certain heads of revenue might 
with advantage be transferred to the Provincial 
Governments. A similar letter was also addressed 
to the Government of Bengal.- As a result of 

Vthis correspondence. fresh settlements were made 

• Thio _' indeed. 10 have "- Lord MQ-o·. ori8iDaI 
inleDtioD. Bat he refniDed &am ~ the __ in 1870 
boeauoe he Ihoaght .. the .-II wauId ha... "-. failure:' _ H;. 

, Maj_'. c..v..r..m..at wuaId. YaY p....,.;,v. have reqaired • mach 
Ioaapr time ........... dor. chantre 01 .. _we aDd hmd.men • .J. 
_··-Vid. Speech in th. ~ Cow.dI. 18th MaIda. 1871. 

• The Iettc:r _ ID put th ... : •• The __ &am ...... _. 

aDd law aDd jaotico will th ... be oarnedered ... the _ Ii ... ,. .... , 
tbeoeafter. the whole orr_« will be oabjed ID __ , ..... 

the Gooemor.c-.J in Cow.dI m_. thea. praioablJ' claim ... the • 
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with these provinces in 1877. These settlements 
aasigned to the Provincial Governments financial 
control over services connected with general admi
nistration. land revenue. excise. stamps. and law 
and justice. and at the same time gave them the 
revenues raised &om law and justice. excise. 
stamps. and some miscellaneous items. I The rea-

ponsibility for constructing public worke for local 
and provincial purposes was also transferred to the 
provinces. Similar settlements were made *ith 
Oudh, the Puniab. the Central Provinces. and 
Bombay in the course of the next year. Madras 
alone refusec:l to accept the new system and pre
ferred to continue the settlement of 1871. The 
settlements were subject to the condition that no 
Provincial Government was to exhaust the balance 
at its credit with the Government of India or in
fringe rules and restrictions preecribed by the latter. 

1mperWl .............. of U7 tmp =1 ont which.., __ __ 
the _n .. __ of the 1.-1 Co_ l1li_ of .... 1Iirv' I d ........ _to boI.ciIIIa ..... 1mpooiU _.u-z-. ..., 
.,.., 2JtIo AI--. '117. 

• k _&nupd witIJ .... Co...- I of .... NonL-W_ PIo_tlau.hr ... ____ ..... of...,. __ 

thai Jllial>t _ -w ........ '" .... Ca, lof ......... .... 
...... ..... '" ... I'IoorindaI Ca, ='IIIt. Ia -'" .. ...... 
..... GCIl •• COIlI.d:. hlel:Mmle. ___ a ••• ..- aM paceiw::e 
"'...-"'_ ..... 1mpooiU ... ,_ .... __ 1M 
-, • .1 _. l1li BoaeoI .. 1M I'lcti.. of ....010 .... ail--. 
... Co __ of Iadi.. fOr ... '. cIocioIocI '" eItooIIiIII "-
_i=ln • ...,. ..... of ... fwIhor _ wLida ..... _ ....... 
__ iae q of ... _ • wLida __ 

ext P fto ....... &o. ... Ptou~xb'C. 
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The system. thus expanded. was an improve
ment upon that introduced by Lord Mayo in 1871. 
But it did not go far enough. It did not give the 
Provincial Governments an inducement to develop 
a!ly revenues other than those covered by the 
assigned heads. But theSe revenues were far from 
sufficient to meet their liabilities. The result was 
that the incomes of the Provincial Governments 
had to be largely supplemented by fixed grants. 

V ~ese measures were highly beneficial to the 
Government of India. The immediate annual 
saving to the impm;ial treasury as the result or the 

~angements enter~ into with Bengal. the North. 
Western Provinces and Oudh was £101.700. 
besides the guarantee of normal increases in the 
transferred revenues. amounting to an annual sum 
of £44.000. It was further' estimated that. when 
complete. they would improve the financial posi. 

- tion of the Central Government by an annual sum 
of about £400.000. Considerable satisfaction was 
expressed by the Governor-General in Council at 
the fact that this improvement was not due to 

fresh taxation. but was the result of a policy of ad
ministrative and financial decentralisation.' The 
Provincial Governments. though not satisfied with 
the exact terms of these settlements. appreciated 
the more independent position .offered to them and 

/' . 

, Raolation of Ihe G..-nmenl of IruIi. • .laUd the 18th Mtlrclo. 
IBl8, 



STEPS TOWARDS DECENTRALISATION 91 

began to take a greater interest in the development 
of the revenues placed under their control. 1 

In 1878.79. the arrangements with British 
Burma and Assam were revised and greatly ex· 
panded. A new feature in the arrangement with 
these provinces WIll that in place of a fixed ·allot. 
ment. a share of the reserved imperial revenues 
was alligned to them. 10 that the provinces might 
participate in any improvement of these revenues • • 

Another matter which affected provincial 
finance during this year deserves notice.· The 
financial neceuities caused by the Afghan War 

, n. c .............. of IIenpI reported .. foIlo_: II n. u
_.c-or Io .. Ioa .. d .hot tho .... ...I o!ect of tho -.loa of tho 
......... _,I0Il ........ III _ to tho 1KI1111_ w .. 1ch It .... -'- to 
p..mncW odmInIotn._ hu ...... __ more ootIofoctorp ......... . 

OIltldpa.od. I .. maIt ..... ho Local c............. .. _01"'" .... _ 
eII_ ... d II"'''' th_ • eIIleCl 1Il_ III .ho doftIop_ 01 tho _go "-chao of tho " __ It b ........ cuoful 0CIlItIIQ" _ 

the _ell ..... 01 aU~ ..... d. daop 1Il_ III aU Imp.-

.ld ..... do 01 _lie whl'" .... utencIed to aU ,..doe of tho -. 
DIotrIct oIIieon ...... -...1 .... tho I'>ooIac:I.I eo-..-.t .. __ 
DO .. _ om- ud few _ -"-...t_ ...... _ ...... 
~ " ..... 110. ud.,,-, haw ........ OIl __ ciolino to _ ..... 

c.-....-t Ia7 tho ,d r'loII 01 ~ _ wIoIch their IacaI -'" 
~ .......... ltbt7 to ... .,. • "lnlFdal4ect ................. 
At tho _ II ... tho Local c..- I ..... __ tho ..........- 01 
tho.- 01 ........... "_1Il 1~71 ....... 1Il • ...-- to CUI7 
eat -....Q worb aDd • ..,. -..of -r GJ ' _ .. .,.. ....... 

oIb111lr. wIoIch -'01. ...... tho .... _ ...... ..-Ib ...... 
.....,... .... .. 1m d 5 ... poriool. AD &led- with tho ....... 
Go.. • .......... __ d ud ........... ud.. 13' 

.... , 4.1 ••• ded. .. "-L.ttwlr- .... Gwu ... eI....., .. 
eM Cue.n •• 11 ~ ,..... ...., 1M I. D ... 1171 • 
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led the Government of India to place severe 
restrictions on expenditure in all the provinces. • 
Later in the year. it called upon each of the Pro
vincial Governments to· surrender to the Central 
Government a portion of its provincial assignment 
for the year 1880-81. The amounts which these 
Governments agreed to surrender were as follows: 
Bengal. 20 lakhs ; North-Western Provinces and 
Oudh. 15 lakhs ; Bombay. 8 lakhs; Madras. 8 
Jails; Punjab. 6 lakhs; British Burma (about) 6 
Jakhs; 1 Central Provinces. 5 lakhs; Assam (about) 
3 Jakhs; total. 71~. It was also arranged 
that savings effected by the reduction of public 
,works establishments in the provinces should 
accrue to the imperial treasury. 

• RooolafiOll dG#ed tIuo 6th No_ber. 1879. l]>e amount 

actually contn"buted by Madru .... cmIy 4 lakha. 



CHAPTER IV 

. PROVINCIAL CONTRACTS 
./ , 

The settlements made with the Provincial 
Govetnments between the years 1877 and 1880 
were generally for short terms. and were to ex"ire 
in or before the year 1882. On the 30th Septem
ber. 1881. an important Resolution was published 
by the Government of India on the eztension of 
provincial finance. In accordance with this Reso
lution. fresh settlements were made with all the 
provinces. The most important principle accept
ed in these settlements was that. instead of giving 
Provinclal Governments a bed sum of money to 
make good any excess of provincialised expendi
ture over provincialised receipts •• certain propor- • 
tion of the imperial rwenue of each province was 
devoted to this object. Certain heads. as few in '- . number as possible. were. wholly or with minute 
local exceptiona. rei is ved as imperial: others were 
divided. in proportions Ear the most part equal, 
between the Imperial and Provincial Governments: 
the rest were wholly. or with minute local excep. 

""ona. made provinc:ial. .The receipts from 
c:ustoms. salt. opium. post office and telegraphs Ie

mained wholly imperial. The income from forests, 
« B I 
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excise. license-tax. stamps. and registration was 
divided equally between the Government of India 

-.!,nd the provinces: while the revenue collected 
under the head • provincial rates' was made 
entirely provincial and local. The receipts from 
law and justice. public works. and education were 
also provincialised. The bulk of the income from 
railways and irrigation remained imperial .. The 
division of Jiabilities for expenditure followed. 
generally speaking. the incidence of the corres
pondi~ heads of receipts. The balance of 
transfers being against the Provincial Govern
ments. it was rectified for each province by a 
fixed percentage on its land revenue (otherwise 
reserved as imperial). except in Burma. where 
the percentage was extended also to the rice 
export duty and the salt taX. The advantage of 
this system over that which it superseded was 
that the Provincial Governments were given a·" 
direct interest. not only in the provincialised reve
nue. but also in the most important item of 
imper~ revenue raised within their jurisdiction. 

Another important change effected- on this 
occasion was that, in modification of the reser
vation which had been in force since 1871 
regarding extraordinary expenditure. it was declar
~. on the one hand. that the Provincial Govern
ments must not look for any special aid from 
the Imperial Government except in the case of 

• a severe famine (and then within well-delined 
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limits). and on the other. that the Imperial Govern
ment would make no demand on them except in 
the case of a disaster 80 abormal as to exhaust the 
imperial reserves and resources. and to necessitate 
a sU8pen8ion of the entire machinery of public 
improvement throughout the empire. 

One other matter dealt with in this Resolution 
deserves notice. It was urged that provincial 
agreement8 should no longer exclude from all 
consideration the maaa of taxation under local and 
municipal management. together with similar 
resourcea still retained under provincial control. 
The Resolution went on to say: .. The Provincial 
Governments. while being now largely endowed 
from imperial80urces. may well. in their turn. hand 
over to local self-government considerable.revenues •• 
at present kept in their own hands. but similar in kind 
to many which have been 'locally' managed with 
IUc:ceaa by committees. partly composed of non
official member.. and l).lbject only to a remedial 
control reserved to the State by the legialature." I 

, ".. Re.I_ ~...w with .a... oipli_ -Go: 
u Wbll. til. IaYitiGa 1M l..oc.l eo.. b to __ ... aW~ 

doM.. tJ-.. CG, .......... ofladi.a ... _'..- ........ alta: ~. 
the __ .. ~ ..... 01>1 ....... ".. p. ".t ... the 
__ whicIo It II poo, ••• to dmdo ""'- the c-u.J...d lactl 
eo-......... "'- wIoicI> will I. ..I ___ ," ".1, 

on.-L ...d the dot.iIo .. tht ~ willI. ...... p •• 'I 
I .. tht ........ the 1..-1 c .......... 'L .... _ will I. obi. .... 
~ ... ...-__ woIl .............. the ___ 'noi. 
.......... _ • __ wiIll._ ..... '-eli., I ...... 
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Th\;! general result of these arrangements 
was. as explained by the Finance Member. 
Sir Evelyn Baring. that three-fifths of the revenue 
of British India. amounting. roughly. to £42 
millions. and about one-fourth of the expen
diture. amounting roughly to £ J 9 millions. 
would be provincialised ; that is to say. the 
Provincial Governments would have. to a greater 
or less extent. according to the circumstance 
of each. an interest in. and responsibility for, 
their administration. Sir Evelyn added: .. To 
be more explicit. they will receive the whole 
of the revenue under heads which produce 
,about £4.000.000. half of the revenue under 
heads which produce about £8.000.000. a larger 
or smaller percentage en heads (chiefly land 
revenue) which produce abOut £23.000.000. and 
an almost nominal share in revenues which produce 
£7.000.000; while they will administer the ex
penditure wholly under heads for which grants 
amount to about £ J 5.000.000, and to a very small 
~tent under heads for which the grants amount 
to £4.000,000." • 

. Coming to the fill8l)cial aspect of the settle
ments of J 882. we find that the Government of 
India resumed provincial revenues to the extent of 
f:470.000 a year. But it also made certain grants 
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to the provinces for definite purposea.1 A con
siderable amount of taxation was alao remitted 
about this time. Sir Evelyn Baring calculated 
that these grants and remissions totalled a sum of 
£496.000 a year. The net result of the arrange
ments was thus. according to him. a 1088 to the 
Imperial Government of £26.000 a year. He 
also expreaaed the view that an element of stabi
lity was now imparted to provincial finance which 
imperial 6nance did not P088e88.' "Not only." 
said Sir Evelyn, "do the three points, namely, 

, Thecletailo 01 th_ .......... d ...... ' __ .. r..u_: 
£77 ,000 ..... ted to the P>oYlaclal Co_t Eo. ImpnJvIaa the pool
tIoa 01 tho .u~ dYlI __ ... d r..r .......... _ ID the 
CODtnl hwmo-. 1lC •• £lO.ooo to the eo-..m...t 01 Madru r..r 
PIOYIacIal publk: _rb. £ 10.000 r..r .dclitl...u ... _ ID Oudh. 
aDd £)16.000 to the Nanh·W_ """"- ... d Oudb ID the r..r.. 01 
.... ' 'all of tuatiaD. IIl·adcIidoa. the eo.. = , 01 Iadia ..... 
• I ....... _ 01 £l6O.ooo. eqw..r.ua to £n.000 • _ r..r 6 .. __ 
_ t 01 tho 6nt _ 01 the .. ow _'-"" .. _ 01 .. ......r
to the ~ _ .. t 01 IIoqol (f.2&S.000). Burma 1£211.000) • 
... dthe Nooth-W_ Pto,iu", I£SS.OOO). Vide ....... s..-A'" 
So ....... Bon.... ,.,. . 
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__ tho ........ 01 the h,,' _.. -" 01 tho _. 
-nr-h ... _ .. _. ood tit-" 080IIq -"iua ia .... 
__ loa wit" ........... _ 01 tho -n.. ...... _ 01 tho 
....... public ~ ... t ~ It It .. diotIMt... t. that. ........ d_....... . ,,_ ... __ ........ _01 .... _ 
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war. diminution of opium revenue. and deprecia
tion in the value of silver constitute dangers which 
are wholly borne by the Government of India. not 
only does the fourth~danger. namely. famine. natu
raIIy affect imperial as weII as provincial finance. 
but if any further fiscal reforms are to be made. 
any loss of money which may accrue from this 
exemption is to be borne by the imperial trea-
sury." 1. 

During the first year of the new arrangements. 
provincial revenue and expenditure stood as 
foIIows :-Bengal: revenue. £4.086.872; expen
diture. £4.600.292; deficit. £539.611; Bombay: 
~evenue. £3.399.295; expenditure! £3.350.895; 
deficit. £ 149.894; Madras: Irevenue. £2.305.591 ; 
expenditure. £2.343.300';, surplus. £108,421; 
North-Western Provinces: revenue. £2.881. 160; 
expenditure. £2.756.157; deficit. £281.222; 
Punjab: revenue.· £ 1.352.692; .expenditure. 
£.1.382.161; deficit. £110.966; Central Provin
ces.: revenue. £733.597; expenditure. £99.822; 
surplus. £33.175; Assam: revenue. £423.672; 
expenditure. £362.485; surplus. £13.887; 
Burma: revenue. £ 1.151.908; expenditure. 
£1.149.608; deficit. £171.207. The result of 
the hew system was thus very unfavourable to the 
Provinces. as. out of nine provinces. no less than 
six exhibited deficits during the year 1882-83 • 

• 
I s,.-Is in flu. LqiJa ... c-.al. 1m 
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The deficit of Bengal exceeded half a million 
pounds sterling. while the total deficit of all the 
provinces _ no leas than £1.096.817. 

/ The settlements of 1882 were made for a 
period of five years. During the years 1882-83 

and 1883-84. the financial position of the Govern
ment of India showed signa of solvency. It_. 
therefore. decided to refund the provincial balan
ces appropriated by the Government of India in 
1878-79 and also to withdraw the checks imposed 
on provincial expenditure. The substantial balan
ces accumulated during the period of enforced· 
aaving. II well II the amount of £670.000 re
ceived back from the Central Government. now 
enabled the Provincial Governments to undertake 
worke of public utility. In lOme cues. however. 
the poaaeasion of considerable sums led the Pr0-
vincial Governments to embark upon a acale of 
expenditure which. it was feared. would be im
possible to maintain. In order. therefore. to guare;! 
against the results of'too aanguine expectationS. 
the Government of India decided in 1884 to b a 
minimum balance for each province. The balan
ces of the dilferent Governments thus bed were: 
Benaal. Madras. Bombay. and North-Western 
Provinces and Oudh. £200.000 each: Punjab. 
£ 1 00.000; Central Provinces. £80.000; British 
Burma. £60.000; Aaam.. £50.000. 

In 1885. the F'UIIU1ce Member. Sir Auckland 
Colvin. Iosserted that the system inaugurated by 
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Lord Mayo had continued to work, notwithstand
ing some element of risk, to the advantage of the 
Provincial Governments, and that friction had 
been reduced to a minimum. He also said that, 
in regard to questions relating to the amount of 
assistance asked for from the Government of 
India for provincial objects, the Provincial Gov
ernments had given evidence of the existence 
of a spirit of mutual concession, which was 
in marked contrast to the relations existing in 
former times between the Supreme and Provincial 

, Governments under the centralised system of 
finance. 

V In 1886-87, the Government of India was 
laced with an acute financ~1 distress owing to the 
Burma expedition, largely increased military 
expenditure, and the 1088 due to a continuous fall 
in exchange. It was found necessary, therefore, 
to call upon the Provincial Governments for help 
with a total contribution of £400,000. The old 
provincial contracts expired at the end of the year, 
and new contracts were made for five years from 
the mst of April, 1887: As the financial diffi
culty continued, the Government of India took 
advantage of this revision to strengthen its own 
position by reducing the provincial share of the 

~enues. In a Resolution published in the Gazette 
the Government of India stated the principles by 
which it was guided in the arrangements recently 
concluded with the Provincial Governments. On 
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the occasion of introducing the Financial Statement 
for 1887-88. Sir Auckland Colvin drew the atten
tion of the Legislative Council to the history of the 
policy of financial decentralisation in order to prove 
that the procedure adopted by the Government in 
the late revisions had been identical with the 
procedure laid down in past times.1 

With regard to increase in revenue. he express· 
~ the opinion that while the Government of India 
had left to the Provincial Governments the use of 
their share in the incresae. during the contract term. 
of the revenues assigned. it had in specific terms, 
and on successive occaaiona. laid down and acted 
upon its claim to review and revise its share in the 
common revenues when the term of contract 
expired. It was compelled again. on the present 
occaaion. to act in accordance with this last 
reserve: because. important though the interests of 
the Provincial Governments in matten of finance 
unquestionably were. they were second to those of 
the Supreme Government. upon which rested the 

• 51> ............. ai<I, .. I ....... IB doe ' .. 1'1- -U doe hot 
tI.oa IB 1870 It _ ....... doe ala ." doe Co.. ' ." ...... ID 
-. ... ba_ '-_ Ie __ doe ... • .. _ --. IB '-
daI ....................... Paus''d,1 Co,.. e" He weill _ 

Iv all to _ ...... If doe Coo ...... 1It ." .......... dooIt wido doe 
__ IB _ ....... _.a-w ................ ~ lioWoo 
to doe chuwo "'IB ... J ; I ,I ; _ doe poIic:r ... _ .. ." .. 
~ ...... k ri ._ wido doe ~ ." doe '-." doe 
e .......... ' ........ wItJr:I. ...... •• the...,........ ' .. 1M Sa.... ",,0" h' ........ -1' .... $' 7 ',.,.. 
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8Qle responsibility for the maintenance of the 
financial credit of India. He then stated the four 
propositions in pursuance of which the revision of 
1887 had been made and had in previous years been 
established in connexion with the former provincial 
contracts. These were :-First. that the amount 
of the funds assigned to Provincial Governments 
need not exceed. or equal. the amount of the 
expenditure assigned at the time when the con; 
tracts were made. Provincial Governments being 
expected to provide by their own resources the 
difference between assigned revenue and expendi
ture. Second. that the growth of provincial 
~enditure during the term of a contract must be 
met from the growth of provincial revenue. except 
in cases where considerable expenditure was under-

. taken by Provincial Governments to meet the 
wishes of the Government of India. and to carry 
into execution projects which were pressed upon 
it by that Government. Third. that the Impe
rial Government reserved its claim. on the expiry 
of a term of contract. to,such a share as the cir
cumstances of the time might make necessary in the 
increase of the revenues which had accrued to the 
province during the term of the contract. but 
which had been reserved to the Provincial Govern
ments during such term. Fourth. that the power 
of enforcing reduction. on the occasion of a new 
contract. of .the assignments of revenue made at 
the previous contract. was a condition implied in 
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the system of provincial contracts. and had been 
uniformly acted upon. l 

Sir Auckland Colvin. placed in a situation of 
financial difficulty. had perhaps some valid excuse 
-if not jU8tification-for making an inroad .upon 
the finances of the provinces. It is also true that 
the letter of the declarationl of the early promoters 
of the decentralisation .cheme gave him an oppor
tunity of which he did not hesitate to take full 
advantage. But. surely. the condusions drawn 
by him from past history were not consistent 
with the growth of a true system of provincial 
finance. and it wa8 attitude of this sort on the part 

of Finance Members that led to the failure of the 
lyatern. 

V In the provincial contracts of 1887 it was ar
ranged that each Provincial Government would 
receive three-fourth. of the increase in stamp 
revenue. and one-fourth of that In excise 

, 1'/_ AI_ ... • • ..,.., s,..J.. ,.,. 
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revenue. the Government of India recelvmg the 
remainder of the increase under the two heads. 
The expenditure under the heads of excise and 
stamps would be divided between the Provincial 
Governments and the Imperial Government in 
the same proportion in which the revenue was 
divided. In the case of the land revenue. one
fourth of the future increase would be received 
by each of the four larger Provincial Governments 
and three-fourths by the Government of India. 
The balances held at the credit of the Provincial 
Governments. which were quite substantial in 
some cases. were not interfered with. 

- The results of this revision of the provincial 
contracts were as set out below: 

In regard to land r~enue. the provincial 
proportion of the increased assigned revenue 
was ·32 in Bengal. ·25. in the North-Western 
Provinces. ·41 in the Punjab. ·29 in Madras. ·60 
in Bombay. :49 in the Central Provinces. ·33 
in Burma. and ·63 in Assam. The provincial 
shares in the improvement under stamp 
and excise were: Bengal. £171.550; North
Western Provinces. £130.150; Punjab. £23.000; 
Madras. £142.550; Bombay. £198.550; Central 
Provinces. £45.500; Burma. £9.200; Assam. 

/' £21.300.1 Of the total increase of revenue. 
roughly speaking. a little less than two-thirds 
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went to the Imperial Government and the rest 
to the Provinc:ial Governments. - The total amount of revenue resumed by the 
Government of India at the time of this revision 
was an annual sum of £640.100. The resour
c:es of the different provinc:es were reduc:ed by the 
following amounts: Bengal. £ 103.600; North
Western PrQvinc:es, £100.000; Madrae, £174.400; 
Bombay, £221,900; Central Provinc:es. £15,600; 
Aeeam, £24.600.1 No resumption was made in the 
Punjab or Lower Burma. There were good reaeone 
for this indulgent treatment of these two provinc:es. 

• A IUPpl_1aIJO ___ made with the c...tral ..... _ 
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It .. .,. ........ -..1 thlll tho p_ciaI __ oIid -. Ia _ _ _ .... _.1IOQIld. ,",-h the _IW _ of tho _ 
_ tho _ ill all tho p"'"- ...... ___ opedo! _ 
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In the former province. the revenues had not made 
the same advance as in the other provinces. and 
the Government of India had found it necessary 
during the term of the previous contract to con
cede an increase of about £30.000 to the original 
assignment. In Burma. the contract of 1882 had 
not worked successfully as the expenditure had 
surpassed the limits of the revenue. and. during 
the three or four years previous to the revision. 
the Government of India had been obliged to 
supplement the provincial resources by grants of 
four or 6ve lakhs of rupees a year.' The net gain 
to the Government of India in the rust year of the 

',new contracts was £490.000. 
One of the noteworthy features of the arrange

ments was the small size of the provincial ba
lances. The following balances remained to the 
credit of the different Provincial Governments on 
April I. 1887: Bengal. nil; the North-Western 
Provinces. £ 130.400: Punjab. £34.700: Madras. 
£ 187 .800 : Bombay. £296.800; Centr~ Provinces. 
£82.600: Bunna. nil: Assam. £10.400. 

An important matter relating to the arrange
ments of 1887 deserves notice. In a Resolution 
dated the 28th January. it was laid down that 

I No new c:on.h'act ... made with Bwma ill the .... ~ .. 

...... "'. 011. .. pnmnc ... Ita _hat abDO...... CODclJtioD reacleriaa 
i' inaclvi&abl. to coadad. at ,he time 6_01 _emea .. which 
waald _I,. deet tI.e odmiai ... _ for ,he followintr 6 .. ,. ..... 
It .... "oped , .... "'. terau 01. ..... CODJract waald be c:oodaded 
dwiDa tJ.e,.ear 1888-lI9. 
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Buma not provided in the provincial estimates of a 
given year were not to be expended out of the 
balances during that year. To this exception was 
taken by the Provincial Governments on the 
ground that the balances belonged to them and 
that there seemed no reason why they shoul,d not 
have power to spend them when they wished to 
do 110. In reply. the Finance Member pointed out 
that. Il8 the Government of India was responsible 
for all resource operations. it was necessary for it 
to impose the condition that adequate notice must 
be given before any portion of its balances was 
demanded by any Provincial Government.' 

It should be noted that this revision had been 
preceded by inquiries of a searching character 
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____ , of 011 _cem In findiDa. ot tho Ii_ ODd p\oce 
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madeby a Finance Committee. 'The ability and 
local knowledge of the members of the Finance 
Committee had enabled them to make the fullest 
use of the opportunities furnished them. and to 

throw light upon the details of provincial adminis
tration. which. in the intereata of efficient and' 
economical government. were expected to be of 
the greatest use in future. The great advantage 
of such an enquiry was that. if any of the con
tracta proved difficult to work. it would be poasible 
to ascertain where the weak point lay. and to dis
pose of it more summarily and effectively than had 
been found practicable under the former contracta.! 

In spite of the adverse character of the settle
menta of 1887. it was found in the following year 
that the financial position' of each one of the Pro
vincial Governmenta was qwte 8Ound. and they 
all poaseased substantial balances! Their position 
was indeed in curious contrast with that of the 
Imperial Government whose 6nances were in a 

• Fm..w:;.J __ I. 1881'-. ' 

• The ,_ 01 the 10m w.eot prov\nceo ill 1887-88 _ .. 
foIIowo:-
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deplorable condition owing to the Burmese War 
and the fall in the value of the rupee.1 

The Secretary of State. in sanctioning the 
additional taxation necessitated by the 6nancial 
difficulty of the Government of India in 1888. exa
mined and reviewed the 6nancial relations between 
the Imperial and Provincial Governments. He 
pointed out the inequality of the then existing 
arrangements which eecured heedom hom 6nan
cialdifficulties to Provincial Governments. while 
the Supreme Government might be passing 
through a phase of acute distress. He also re
quested the Government of India to consider the 
propriety of arrangements which protected Provin
cial Governments &om .harin, in the 6nancial 
responsibilities of the Empire. and for conm
butina to their relief. 

Accordin(ly, proposals were made in October. 
1888 for an alteration in the 6nancial relations 
between the Su~e and Local Governments. 

• I. 1_ 1M FIao.ace M.aI.or ...... t.I_ ..... t"-__ _ 
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which would virtually have the effect of terminating 
the provincial contracts of 1887-88. These pro
posals met with much oppoJlition. and it was 
decided to reserve for future det~mination a deci-

. sion on the questions involved. It was. however. 
~ttled as a temporary expedient that each Provincial 
Government. except the Punjab. should make a 
contribution in aid of imperial revenues in 1889-
90. The total amount of these contributions was 
Rs. 74.00.000.' '. . 

In the course of the year. however. the finan
cial position of the Government of India improved 
to some extent. and it became unnecessary to revise 
,the financial relations between the Government of 
India and the Provincial Governments. In J 890. 
it was strongly urged in the Legislative Council 
of the' Governor-General by official as well as 
non-official representatives of the various provinces 
that the contributions made by the Provincial 
Governments· in 1888-89 should be returned to 
them. Sir Steuart Bayley. then Lieutenant
Governor of Bengal. joined in the 'appeal and 
described the contributions as "enforced bene
volences." He added that the Bengal contract 
had not proved a profitable one. and that the 

J The coatributioDa _ made by the difereDI Co.ent.en •• were .. , . 
follow.: Nod ... Weotemp..",I., .. Ra.20.oo.000:'Mach ... Ra.17.SO.000: 
Bam'-. Ra. 17.SO.000: 1IeDpI. Ra..IO.oo.ooo : Punjab. Ra. 5.00.000 : 
Ceo .... Prcmaceo. Ra. 3.00.000 : A-. Ra. 1.00.000: ~ Ra. 
74.oo.ooo.-ViJe Fi-a.l 5-..... 1lIII9-90. 
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province had II extreme difficulties to contend 
·th. "I 

/ In 1892. fresh ~ontracts were made with the 
provinces. At this time it was found that the 
total provincial revenue had increased during the 
previous five years by Re.2.04.27.000. Out or 
this sum the Government of India decided to 
resume Ra. 46.63.000. or slightly less than one
fourth of the whole amount. The Provincial 
Goyernments strongly protested against this 
decision. The Government of India admitted that 
it would have been desirable. if possible. to allow 
the provinces to retain the whole of this increase. 
as all of them had many needs on which money 
could be usefully spent. But it pointed out that. 
as the financial position of the Central Govern
ment was very unsatisfactory. this could not be 
done without imposing additional tuation. The 
Government of India justified its actioa on the y 

around that it was a lesser evil to restrict to some 
utent the Protrress of' useful provincial upendi
ture than to impose additional taxation. 

In 1894. the Government" of India again called 
upon the Provincial Governments for contributions 

• Pc CClA,., eI 1M l.,qiel.aiw c ... , 01 1M Cu AU e.G.cal. 
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to its aid. in order to enable it to cope with the 
. financial difficulty. This step practically implied 
the stoppage for the moment at least of all ad
ministrative improvement in the provinces. It 

. was 'also calculated to dishearten the Provincial 
Governments. by making them surrender all the 
fruits of careful administration to fill the yawning 
gulf of the Government of India's deficit. But 

-m addressing its demand to the provinces the 
Government of India said: .. The imperious 
necessity for imposing new taxation obliges the 
Government of India first to exhaust all available 
methods of increasing their resources ; and this 
necessity is the only justification they can put 
forward for so soon making a practical revision of 
contracts made only two. years ago. and calljng 
in balances which the Local Governments might 
legitimat"ly claim as pl~ged to them for the 

/ purpose of administrative improvement." I 

V The improvement in its financial position in 
the following year made it possible for the Govem~' 
ment of India to restore to the provinces the con
tribution of Ra. 40.50.000 made by them in 1894'. 
There were. indeed. certain special circumstances 
in the provinces which made it necessary and 
advisable for the Government of India to make the 
repayments. . 

• The usual quinquennial investigations were 
made in the course of the year 1896-97 for the 

•. FirtIIIIdIJ S-. 1894-9'. 
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_purpose of a fresh settlement. The first stel' in 

these settlements was to enquire as to what was 
to be accepted as the proper amount of expendi. 
ture in the provinces for which an assignment of 
revenue was to be made. All a result of this 
enquiry it was found that the increases which had 
taken place in provincial expenditure had been 
moderate. An eumination of the revenue side 
of the provincial accounts showed the following 
results: The Central Provinces had been 
hard hit by two or three bad eeeson •• and had 
been dieappointed in the increase of revenue 
which they might reaeonably have expected. The 
Government of India. therefore. found it necessary 
to enhance its aseignment by R.. 29.200 a yeat. 
Aaeam had shown a fairly progressive revenue. but 
it was a poor province with many wants. It wae. 
therefore. left with its previoUi aseignment. Burma 
was a young and rapidly progreasift province. 
and if was decided ,to treat it with leniency. 
It wae allO thought desirable to deproviDcielise 
the rail ways in thie province and to unite Upper 
with Lower Burma under a Lieutenant-Covernor. 
The Puniab wae a poIitic:ally important province. 

. and it had shown only a moderate expansion of 
revenue. It was found desirable to cnncede to it 
an allowance about equal to the eapenditure 
impoaed on it by ezhange compensation. and aleo 
a Irani in recoupment of its balances eZhallllted 
by the famine. On thia oc:cUion. irrigation 

IS 
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revenue. as well as expenditure. was provincialised 
in Bengal. the North-Western Provinces. and 
Madras. 

The darker side of the system of provincial 
conb'acts had by this time become apparent to all. 
The Provincial Governments bittet'ly complained 
of the procedure adopted on the occasion of each 
fresh settlement. Sir Aleunder Mackenzie. then 
Lieutenant-Governor of Bengal. observed as 
follows in 1896 in the course of the debate on the 
budget: .. The provincial sheep is summarily .. 
thrown on its back. close clipped and shorn of its 
wool and turned out to shiver till its fleece grows 
pgain. The normal history of a provincial conb'act 
is this: two years of screwing. and saving and 
postponement of work; two years of 'resumed 
energy on a normal scale. and one year of dissipa
tion of balances in the fear that. if not spent. they 
will be annexed by the Supreme Government at 
the time of revision." 

Nor did the general public fail to condemn the 
system in unequivocal terms. The Indian National 
Congress which met in Calcutta in 1896 passed a 
resolution expressing the opinion that the allot
ments made to the Provincial Governments were 
inadequate. and that the time had arrived when a 
~eI' step should be taken in the matter of 
6nancial decenb'a1isation. by leaving the responsi
bility for the financial administtation of the diHerent 
provinces to, the Provincial Govel'Dments. the 
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5 u preme Government receiving from each Provin
cial Government only a filled contribution levied 
in accordance with lOme .definite and equitable 
principle. 

A strong sense of disapproval of the system 
was allO expressed in the Legislative CounciIa. 
It was said that provincial contracta did not 
conduce to economY in financial administration or 
the material progress of the. country. It was 
argued that the apportionment of the revenue was 
unfair as between the imperial and provincial 
needs. while the distribution of provincial reaourcea 
was unequal as between one provin~ and another. 
Further. it was pointed out that short-term 
settlementa were not calculated to inspire a 
aenae of security or certainty. and the periodical 
revisions were a fruitful source of irritation 
and diecontent as the benefit of provincial 
economY and careful management went mainly to 

. the Central Government. Mr. Sayani. a non
official member of the Covemor-General· s Council. 
obaer.ted that. if the aystem of provincial 6nanee 
was at all to realise the high expectations of ita 
authora. it would require .. a thorough revision." • 

.-

• Mr.5QuI..w..l, ......... _ _ _ .... _ 
Md~ ......... pae.7 ? 'paq,_ ........... ....... 
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Another non-official member of the Council. 
Mr. Ananda Charlu. entreated the Finance Member 
to earn the lasting gratitude of India by a true 
system of decentralisation. drawing a definite line 
between the spheres of the Central and Provincial 
Governments in regard to both revenue and 
expenditure. 

The Lieutenant-Governor of Bengal also 
expressed his dissatisfaction with the existing 
arrangements. Sir David Barbour. a former 
Finance Member of India. in the course of his 
evidence before the Welby Commission. stated that 
the eXisting practice was not in accordance with 
the original intention of the framers of the policy 
of decentralisatioll. He said: .. I must say that. 
when the provincial system was started. I do not 
think it was intended that the Provincial Govern
ment should have a portion of their resources taken 
away periodically ... If you take all the surplus. you 
to a certain extent remove all the inducements to 

the Provincial Governments to economise. It is a 
weakness: the periodical revision may be necessary 
un<Jer present conditions. but it diminishes the value 
of the system. Take the province of Bengal. with 
a population of between 70 and 80 millions of 
people: well. that province is big enough to have 
~ independent financial system." He then went 

iDtem.J p"-whicJ. _diti_ of the .... .....,. jUlify, ODd ...... 
m_ to • di.eniaa 01 Ita -.r7 aDd faado to Ie. .. _ 
objeca. " 
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on to explain that. owing to financial exigencies. 
the Government of India took at each revision. not 
only its own share of the increase in the divided 
revenues. but alao a portion of the increase that 
had accrued to the Provincial.Governments. Sir 
David Barbour concluded with the significant 
words: II I would rather see the Central Govern
ment embarrassed than the Provincial Governments 
atarved." 

Diesatiafaction with the SY8tem of provincial 
contracts continu e<I to be voiced both in and 
outside the legislatures. Complaints became 
louder and more persistent as the termination 
of . the contracts of 1897 came nearer and 
nearer. Criticism was particularly directed against 
quinquennial revisions. The system was con
demned by enlightened public opinion; the 
Provincial Governments were diesatiafied with it; 
~ven the Government of India could hardly claim 

rthat it was satisfactory. The main drawbacks of '" 
the system were as follows: In the first place. 
the apportionment of revenues to the different 
provinces was never made on any definite CK 

logical principle. Secondly. periodical revisions 
interfered with the continuity of provincial finance. 
and each revision involved a protracted and some
times controversial diacuaaion with the Provincial 
Governments. Thirdly. the system ~ded to 

encourage eztravagance rather than economy. In 
theory. each Provincial Govermnent was IUp~ 
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to be free to enjoy the fruits of economy or of the 
nursing of its revenues. But. in practice. its term 
of enjoyment was limited to five years. or more 
correctly. to the last two or three year. of the 
period of settlement. for during the earlier' years it 
had usually very little margin to draw upon. It 
was. therefore. under constant temptation to spend 
its money not on carefully matured schemes of 
improvemeI\t but on such as could be carried 
through before the close of the settlement. 80 as to 
leave as small a balance as possible for resump
tion. The system of five-yearly budgets was thus 
the root of much evil. 1 

The settlements of 1897 were due to expire on 
the 31st March. 1902. But no revision was made 
at the ti~e except in the case of Burma. The 
reason was that, owing to plague and famine, the 
conditions in many parts of the COtIDlry were 80 

abnormal that it was found impossible to arrive at 
any . accurate estimate of resources and require
ments which would permit of an equitable settle-

-.!!lent being worked out.. Burma had not been 
aiected by these calamities, and her position was 
one of steadily increasing prosperity. A revision 
of the settlement was thus made with the pro
vince, and on this occasion the Government of 
India resumed an annual sum of £280.000. 

, The discussion which took place in the Gover
nor-General'. Legislative Council in 1902 18 
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interesting. The representatives. official as well as 
non-officiid. of almost all the provinces urged 
their special claims. Mr. Hardy, the official 
member. for the United Provinces, said: "It 
will not' be denied that the United Provinces 
cannot carry on the administration on· the 
present contractual terms." Mr. Sri Ram, a 
non-official representative of the province, joined 
in. this plea for better treatment being conceded 
to hie province. He took strong exception to 
the view which had been expreaeed by Sir 
James Westland some time ago to the effect that 
the first daim on the provincial revenues was the 
daim of the Imperial Government. The lieu
tenant-Governor of Bengal also condemned the 
policy of the Government of India. 

The Fm,.nce Member, Sir Edward Law, gave 
an outline of the policy which had been pursued 
in the past in the matter of provincial eettIementa. 
He then obeerved: .. 1 have given my great atten
tion to the details of this question. and I 6nd it 
most complicated and difficult. Nearly every 
province in India is convinced that the share of 
revenues aaeiped for ita needs is totally inade
quate. and. moreover. many provmce. consider 
that they are sacrificed for the. bene6.t of more 
fortunate rivale. Some are vuy loud in their 
complaints. others accept quietly what they 
neverthelese consider to be an unjust fate. All 
I can now eay is that. whilst recognieing that 

• 
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backward or abnormally distressed provinces have 
special claims for assistance which can only be 
given at the cost of more prosperous neighbours, 
the Government of India are sincerely anxious to 

remove all just cause of complaint, and, as far as 
resources may permit, to provide sufficiently for a 
reasonable and healthy growth of provincial 
requirements." 1 

In reply to the criticism of ~. Sri Ram, the 
F~ce Member said: U My friend quotes, with 
apparent disapproval, a statement made by Sir 
James Westland, to the effect that the6rst claim 
on provincial revenues is the claim of the Imperial 

'Government. I feel bound to state that the princi~ 
pie thus enunciated is one which 'I fully accept, 
and which I feel Confid~t will be fully accepted 
by all my successors. Has my hoD"ble friend 
fully considered what is the nature of the revenues 
which he terms provincial? I would point out to 

him 'that the revenues, the application of which 
we discuss in considering provincial settlements, 
are speaking generally, in no aense, provincial. 
They are imperial revenues, collected, for con
venience, by provincial administrators, who deduct 
the cost of their collection, whilst benefiting pro
vincially by the expenditure involved in the coll~ 
bon. It seems to me seH-evident that the reasoD
able demands of the Central Government OD the 
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proper working of which the whole administrative 
machine depends. must be held to be a primary 
lien on all revenues collected. except such as are 
specially raised. in addition to ordinary tues. for 
the satiafaction of purely local needs." 1 

These words seemed to embody a narrow in
terpretation of the principles of provincial finance. 
What was needed at the time was an expanaion
not a contraction-of the existing system. It might 
alao appear from a cursory view of Sir Edward 
Law's remarks that not only was he opposed to 
the fundamental basis of provincial finance but 
that he intended to pursue a retrograde policy in 
regard to the matter. But this was not really 80, 

U we shall see later. 
Lord Curzon gave a forecast of a furthes: 

development of provincial finance in 1903 when 
he observed: .. Though they have their obvious 
merits. they have not been unattended with friction 
and with drawbacks in operation. My colleagues 
and I would greatly like. if we can. to invest these 
agreements between the Supreme and Local 
Covernments with a more pes:manent character 
that would stimulate the energies of Local G0vern
ments and give them a greater interest in ecoDOIDy 
and good administration. while retaining b the 
Imperial Government the nec II Pry measure of 
ul · te trol ... bDla con • 

'Po ,-,.-1'" CA ... C. a_iliaC;' .... 
• Pa ,~"",,"'CAa_ Caw_iliaCI 1.19Il. 
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CHAPTER V 

SEMI-PERMANENT AND PERMANENT CONTRACTS 

In 1904, an important step was taken to 
remedy some of the defects of the system of pro
vincial contracts. The object of the new arrange
ments was to give greater permanence to the 
settlements, 80 that Provincial Governments might 
be able to form plans involving expenditure, with 
,greater certainty as to the future means of provid
'ing for their execution, and at the same time feel 
a more abiding interest in the growth of assigned 
revenues. The Government of India, however, 

~ade it dear that it did not undertake any 
absolute obligation to maintain at all times a 
definite proportion between' the share of increase 
of revenues assigned to 'provinces ,and that 
which it was necessary to retain to meet the 
growth of imperial expenditure. It reserved the 
right to make either temporary or more permanent 
reductions hom provincial revenues, if the exigen
cies of the State required such measures. On the 
question of apportioning shares of revenue to 

different provinces, the Government of India held 
that a larger proportionate assignment was required 
in the more backward provinces than in those 

( 122 ) 
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which were older established and more highly 
,.developed • 

The main features of the new arrangements 
were the following: First. it WIll decided to give 
the Provincial Governments a permanent. instead 
of a merely temporary. interest in the revenue and 
expenditure under their control. Secondly. it was 
arranged that the assignments to the Provincial 
Governments would include a slightly smaller 
ahare of growing revenues. Thirdly. thia ahare 
WIll 80 calculated that each province aeparately. 
and all the provinces taken together. ahould be 
placed in possellion of an amount of growing 
revenues which bore approximately the IllUDe 
proportion to the provincial expenditure as the 
imperial &hare of growing revenues bore to impe
rial expenditure. With lOme small exceptiona. 
the actual head. of revenue which were either 
imperial. provincial. or divided. were left un
changed; but the provincial aharea of the divided 
head. were altered iii accordance with the prin
ciple alated above. When any head of revenue 
WIll divided between imperial and provincial. the 
correapondina head of expenditure was aIao onli
narily divided in the IllUDe proportion. 

In applyina these principles to the actual 
;£gurea. it was found that the aggiegate provincial 

expenditure repreaented rather lese than _fourth 
of the whole. while the· imperial expenditure. 
which included the army and the home c:barges, 
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was somewhat in ~cess of three-fourths. These 
proportions were accordingly taken' as the basis 01 
the division of revenues between the Imperial and 
Provincial Governments. But numerous adjust
ments were found necessary-first. to make 
allowance for the heads of revenue which were 
wholly imperial or wholly provincial. as the case 
might be; secondly. to allow for a larger assign
ment to the more backward provinces than to 
those which were more advanced; and thirdly. 
to permit of provision being' made far various 
administrative reforms and works of improvement 
which it was desired to undertake. Subject to --tliese adjustments. it was decided that the divided 
heads of revenue. and of the corresponding heads 
of expenditure. should be shared as follows:
( I) In Bengal. the United. Provinces. Bombay 
and Madras. three-fourths imperial and one-fourth 
provincial; (2) in the Puitjab and Burma. live
eighths imperial and three-eighths provincial; and 
(3) in the Central Provinces and Assam. half 
imperial and half provincial. , , 

It was intended that the settlements thus made 
should be permanent. in the sense that they should 
not be subject to revision at the end of Iised 
periods. The Government of India reserved to 
itseH. as the IinaI authority in India responsible 
for the finances and the administration of the 
country. the power to revise the settlement of 
any « all provinces at any time necessity might 
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demand it. It was. however. made clear that the 
Government of India intended· only to exercise 
thi. power when the variatioDl hom the initial 
relative .tandard. of revenue and expenditure in 
any province were. over a substantial term of 
year.. 10 great III to reault in unfairnell either to 
the provincea or to the Government of India. 
The only other contingency in which a variation 
WIll likely to be made would arise when the 
Government of India WIll confronted with the 
alternative of either impoaing additional tuation 
or of aeeking ... iatance hom the provincea. The 
acheme WIll applied at the outset to four provincea. 
namely. Bengal. Madras. Aaaam. and the United 

_ Provincea. 

The arrangementa which were made with these 
provincea were III followa: For Bengal. the 
provincial .hare of revenue and expenditure 
WIll taken at one-half under stamps. and 
at aeven-aixteentha under excise. while registra
tion receipta and ch8rgea were made wholly 
provincial. The expenditure recorded under land 
revenue. which really represented the coat of the 
ordinary' diatrict administration. WIll alao made 
wholly provincial. An addition of 4 Iakha was 
made to the bed assignments to enable the Pr0-
vincial Government to improve the pay of 
miniateriaI eatabliahments. In Madras. the 
provincial.hare of stamp revenue and ezpendi
ture was raised to one-half. The revenue and 

• 
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expenditure under registration, and expenditure 
under land revenue were made wholly provincial. 
Special provision was made in the forrn of a lump 
non-recurring grant of 20 lakhs for surveys and 
settlement. Besides, grants of Re. 75,000 and 
Re. 50,000 a year were made for the relief of certain 
local bodies, and for agricultural experiments. The 
fixed assignment was placed at a specially high 
figure. The Government of India also undertook 
to provide for the cost of re-organising the district 
administration. For the United Provinces, the 
provincial share of stamp revenue and expendi
ture, and of the expenditure under land revenue 
was raised to one-half. Irrigation revenue was 
--made wholly provincial, subject to a guarantee 
from the Government of India that the net receipts 
should not fall below 40 'lakhs a year. Special 
grants of 2llakhs and Illakhs per annum respec
tively were made to enable the Provincial Govern
ment to relieve Municipalities from the charges for 
municipal police, and to reform _ the system of Dis
trict Board finance. 

The net result of the new settlements in these 
four provinces was an increase of the imperial 
contribution to provincial funds of Re. 23,89,000 
per annum, which was distributed as follows: 
Bengal, Re. 5,00,000 Ie .. ; Madras, Re. 16,56,000 
more; United Provinces, Re. 8,25,000 more; 
Assam, Re. 4,08,000 more. The shares of 
growing revenue and the fixed assignments from 
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imperial to provincial funds stood thus in the 
different provinces: Bengal, Ra. 4,98,87,000; 
United Provinces, Ra. 3,66,64,000; Madras, 
Ra. 3,50,48,000.; A88IlIIl, Ra. 72,07,000.1 

The effect of the alteration in the shares is 
worth noticinlJ. A comparison of the .hara of 
the averase annual increments of revenue (calculat
ed on the ba.is of the filJures for the years 1892-
93 to 1902.03), which the Provincial GOVerJ1'o 

menta would have received if the terma of the old 
aettlements had remained unchlUllJed, with the 
shares which they were to receive under the new , 
settlem~nts may be shown in tabular form thus : 

(ID "'-cia of R_I 
Unclor ... 0IcI UDd.. ... New Sottl_.. SottJ.a ... 

Modno 5.60 4.89 
....... 9.00 7.» 
UDW ""'_,.» '.91 
"- 1.50 1.24 

In other warda, it was decided that, out of the 
annual increment of 'the revenues of the four 

, ",. doI.iIo _ .. r..u-: 
CID til ...&. .. R_I 

UaItecI "'-- "-
),62,64 60,07 

4.00 12,00 --),66.64 72.07 

",. ........... ,_ ... ""' ............. hip:! _ ..... 

\JDIl,ed~"""" 'p ' .............. pd _ ' 

........ - ..... "-- ted ....... ~Pt ... _ ...... 

... _____ .................. IM. pori 
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provinces taken together. the Imperial Government 
would receive Rs. 2.06.000 more than it had hither
to dona. On the other hand. owing to the division 
of expenditure under the heads corresponding to 

the principal heads of revenue. the Government of 
India would bear Rs. 36.000 of the provincial in
crement of expenditure. The net effect of the 
alterations in the shares was that the Imperial 
Government received an additional net increment 
of revenue of Rs. 1.70.000. 

The new arrangement was thus more beneficial 
to the Central Government than to the provinces. 
Bengal. Madras. and Assam were placed in a. 
:.vorse position than under the previous settlement. 
while the position of the Upited Provinces was im
proved to some extent. But in order that the Pro
vincial Governments might start the new settlements 
under favourable conditions. the Government of 
India sanctioned the following initial grants to the 
provinces; namely. Beng~. 50 Iakhs'; Madras. 
50 lakhs. United Provinces. 30 Iakhs; Assam. 
20 Iakhs. l Certain othel-' grants were also made 
,., the provinces for special purposes. 

On the occasion of the budget debate in the 
Indian l..egi slative Council. Lord Curzon observed 
with r~gard to the old system which had ezisted 
for a quarter of a century : .. It was better than 
the system that preceded it, but it admitted of 
much improvement. It was not an economical 
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plan. because it encouraged extravagance ·.in the 
concluding years of each term. and it was not a 
satisfactory plan. because it led to a rather un. 
seemly squabble with the Supreme Government at 
the end. The better method was clearly to give 
to Local Governments a permanent instead of a 
temporary interest in the revenue and expenditure 
under their control. 8ubject to certain broad prin-

...spIes in bing the provincial assignments. This 
we have lucCeeded in doing in the cases of 
Madras. Bengal. the United. Provinces. and 
Assam. and have thereby laid the foundations of a 
financial autonomy that. I hope. will steadily 
develop and will enable the Local Governments 
in the future to undertake enterprises &om. which 
they are now debarred.'" 

.. These new settlements." he added. .. con
.titute. in my view. the moat important step in the 
nature of decentralisation that has been adopted 

, .. ideP,,,"li .... .,IIIeG-C .. ....r. ,..Jcdi ... C
eil. '!IIN. 

"I _, ..... tho __ ........ addoIl t..o.d C- •. "-- al IIa 
"' ____ oad "-_1_ with tho l.Ieat n .. c..--
'" thUtItiDa tMt It hntlohoo a -"'oi,.. _ to thooo w .... Oft 

IIIDCUiq ... eo..m t oIlDclia 01 ...-. mit e •. I .... 
...... ' __ tMt .........., oI ..... ln_ ... ~ io .... ~ 

~ .. It io ...... m ............. 1t. c-tnIioo&;oa io tho .. J" .. ..,. a 
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for many years, and will, I hope, be the fore
runner of others in the future." These were sig
nificant words, but it was long before any real 
steps were taken to translate them into action. 

In the meantime, the question of devolution of 
further powers on the Provincial Governments had 
come to the fore. Sir Steyning Edgerly observed 
in 1907 that the danger of centralised administra
tion was becoming very serious, and he suggested 
the appointment of a strong committee to work 
out a scheme of devolution of financial and admi
nistrative control. In the same year, a Royal 
Commission1 was appointed with instructions to 

"report whether, by measures of decentralisation 
or otherwise, the financial and administrative rela
tions then existing between the Supreme Govern
ment and the Provincial Governments could .. be 
simplified and improVed, and the system of 
government . better adapted both to meet the 
requirements and promote the welfare of the 
different provinces ... 

Various criticisms and suggestions were placed 
before the Commission in regard to the financial 
positions of the provinces under the quasi-perma
nent settlements. The first point for consideration 

• The "';"pooitioD of the CnnmlMjem wu .. loIIowo: Si. Healy 
. Prim...... Chairman. Sir F.ederia: l.eI7. Sir 5ceFoIo. E.l,erI,.. 

Mr. R. C. Dalt. M •• (altenrarda Si., WilIJaaa Mey.... ...d Mr. W. L 
HxhODL Sir Healy PrimroN ... boeq ...... tJ,. JeOi..,..I. ... d Mr. C. £. H. 
HobJ.oa.e. lb ... UDder Secretu,. of State fer Ioelia.,,,, appointed 

CbairmaD of the Cnnmjooioa. 
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was whether a more definite separation might be 
made between imperial and provincial finance. 
It was suggested that the divided heads should 
become wholly provincial. the Government of 
India being reimbursed by . a contribution from 
each province on the analogy of the matrilcular 
beitrage of the German Empire.· But the Com
misaioners rejected the propoaal on vanous 
grounds. the mOat important of which was that 
any such change would convert the share which 
the Government of India took of the revenue 
raised in the provinces into the character of a tri
bute paid by the Provincial Governments to an 
outside administrative authority. The Commis
sion did not. however. ignore the fact that. in 
some provinces. fixed assignments from the 

. "'\0 .. ~... ... 1M oMpe 01 I.) .. '-I _ ""'-"Ie_ 
... ~, (.) .. hamt> __ .lMpnrriacial __ ,CIO Ie) .. 
a...-II-. -"_ ~.., the eo- • 0I1Ddia..ad .... 
...... _ the pop.'''- CIt -wo. CIt ...... __ the __ 01 
the ...... t pl'OYlacee. The Co-·',dc 1M .! ad _i tic .. (., 

.. a .. net' hh, far .... ' t ' •• ,hh .. waaId ....... lOCuli"" c:aatro-_ wi" 1M __ .. ~ ... __ ... (.). thor poi-.! 
_1M _iW oIil&eal\7 01 biDa 1M F tIC .. _ lao 1M <Ii'- _ 
..-..ad 1M '<ionNe ...... 01, .,_ II _1ihIF to Iood 
... Sue_ ' .... Ie) - .=, ' ... ..-.1 .............. 
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Government of India had tended to increase dis
proportionately and to put the provinces in a worse . 
position. pro tanto. than if it had had a corres
ponding .amount of growing revenues to meet the 
inevitably growing expenditure. The grievance 
was a valid one. but the Commissioners thought 
that this difficulty could be satisfactorily met by 
occasional revisions of settlement which would 
give such a province a larger share of growing 
revenue. In regard to the proposal to make some 
of the existing divided heads wholly provincial 
and others wholly imperial. the Commissioners 
urged the following objections: First. the Provin
fial Governments benefited by broadening the 
basis of their revenues. Secondly. the arrange
ments by which the Government shared in the 
receipts and expenditure of some of the most im
portant provincial heads.of administration made 
them more interested in. and identified with. local 
developments. Thirdly •. as a matter of general 
policy. it seemed undesirable to encourage the idea 
that the Government of India was chiefly con
cerned with relatively unpopular services. such as 
salt. military expenditure. and home charges. The 
conclusion. therefore. at which the Commission 
arrived was that it would be undesirable to 
make any sudden and violent change in the aye- J 

teD! of divided heads; but they favoured the con
version of unduly large &xed assignments into 
shares of growing revenue. Moreover. they 
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8uggested that. 88 the financial position of the 
Government of India permitted. it would be 
necessary to enlarge the resources of Provincial 
Governments 80 88 to enable them to provide for 
the expansion and improvement of the subjects 
under their control. 

These considerationa applied to the existing 
conditions of administration. But the Commie
aioners recognised that the grant to the Provincial 
Legislative Councils of material control over pro
vincial finance might make it necessary to do 
away. as far 88 pOBSible. with divided heads. and 
to place some heads entirdy within the purview of 
the Provincial Governments and others within that 
of the Imperial Government. Objection was taken 
by some of the Provincial Governments 88 well 88 

by several witnesses who appeared before the 
Commission to the system of grants made by the 
Government of India to the provinces for special 
purposes. The main ground of attack was that 
the .. doles .. __ theSe grants had come to be • 
termed-became an instrument for increasing the 
control of the Government of India over the 
Provincial Governments. 1 While holding the 
view that there were defects in the system. the 
Commissioners considered any material change 
undesirable. But they auggestecl that the policy 

, "-her ~ 01 oI.;octioa _ ..... It _-hod i I • hi. 
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of special grants should be maintained subject 
to two conditions. namely. (i) that euch grants 
did not involve any greater adminietrative control 
by the Government of India over· the Provincial 
Governments and particular departments con
cerned than what already exieted. and (ii) the 
views of the Provincial Governments were fully 
considered before any decieion was taken as to the 

. relative urgency of the subjects upon which grants 
were to be expended. 

It was urged before the Commission that Pro-. 
vincial Governments should be allowed to deal 
finally with their own budgets. or at any rate. that 

.. they should have thie power in respect of the 
purely provincial heads. The Commissioners 
rejected these proposals. and recommended that 

. the provincial budget ~atea ehould continue to • 
be controlled by ·the Government of India. But 
they urged that meticulous alterations in provin
cial figures by the Government of India ehould be 
avoided. They further suggested that the grant. 
when made. to Provincial I...egielatures of an effec
tive control over provincial finance would render it 
desirable to give Provincial Governments more 
power over their budgets and more dietinct sources 
of revenue. 
. The Commissionere dieapproved of the eugges

tiOD that the Provincial Governments ehould have 
power to draw OD their balances without reference 
to the Government of India. TIiey recommended 
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that Provincial Governments should not have 
power to impoee additional mation. or make any 
fundamental change in the revenue system. 
without the previous sanction of the Government 
of India. 1 They further suggested the maintenance 
of the following rules. namely. that (a) a Pr.ovin
cial Government must not undertake any new 
service or duty without the sanction of the 
Government of India. (b) the codes and standing 
orders of the Government of India must be 
followed. (e) Provincial Governments must not 
alter the form or procedure of the public accounts. 
and (d) they must not make separate investments 
of public moneys. 

A number of witnesses who appeared before 
the Commission advocated the giving of power to 

Provincial Governments to borrow in the open 
market. The arguments put forward in favour 
of the proposal were (i) that it would tap fresh 
local markets; (ii) th~t it would enable Provincial 

l 1M Ce,SI.apom ..... tb.l tM PwmaciaI. Co... b Mel 
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Governments to raise money for important projects 
when the Government could not assist them; (iii) 
that while the Government of India loans were 
usually confined to productive purposes, it might 
be also desirable to borrow for purposes 
which were financially unremunerative, but were 
of administrative importance. The Commission 
advanced the following arguments against the 
proposal: (i)- it was very doubtful whether the 
Provincial Governments would be able to attract 
fresh capital in India and if they failed to do this, 
their borrowings would disturb the Government 
of India loans ; (ii) the Provincial Governments 
had no resources on the security of which they could 
borrow, and a guarantee from the Government of 
India would be needed, . but, even with such a 
guarantee, the Provincial ' Governments would 
have to pay more for their loans than the Govern
ment of India; (iii) Provincial Governments would 
generally borrow for financially unproductive 
purposes, and this would ~dd t~ the dead-weight 
of debt. After considering the ,two aspects of 
the question, the Commissioners held that Provin
cial Governments should not be allowed to borrow 
in the open market. 

Thus we find that the Decentralisation Com
mission were generally satisfied with the financial 
relations then subsisting between the Government 
of India and the. Provincial Governments. They 
did not. therefore. make any proposals involving 
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far-reaching effects. Two of their recommenda
tions. however. were important from the point of 
view of the development of provincial finance. 
namely. first. that when fixed assignments in any 
province had become unduly large. they should 
be converted as circumstances would permit.· into 
shares of growing revenue; and 8econd. that 
when the revenues of Provincial Governments re
quired an expansion. this might be provided by 
gradually provincialieing certain heads of revenue 
which were at the time divided.' 

During the year 1905.· settlements of a quasi
permanent character were concluded with two 
more provinces. namely. the Puniab and Bombay. 
The principles followed were generally similar to 

those adopted in the eettlements with the four 
provinces dealt with during the previou8 year. but 
the opportunity was taken to extend the interest 
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of the Provincial Governments to the important 
head of irrigation, which had hitherto been almost 
wholly imperial. In view of the very large and 
remunerative projects of irrigation which had been 
and were being carried out in the Punjab, it was 
of special importance that the Provincial Govern
ment should have a direct financial interest in 
their efficient management ; and this dpplied also 
to, a less extent to Bombay. In these two pro
vinces, the settlement of 1891 had been a failure, 
mainly in consequence of the effects of the famine 
and plague from which both of them had suffered 
severely; and for the previous few years their 
finances had been in constant deficit, necessitating 
large annual grants from imperial revenues to 
preserve a nominal equilibrium. To put an end to 
this state of things, it waS necessary to assign to 
these Provincial Governments a considerably 
larger share of the revenues of their respective 
provinces than they had received in 1891 ~ Their 
assignments were, therefore, increased by Re. 
36,92.000 per annum in the case of Bombay, and 
by Re. 16.51.000 per annum in the case of the 
Punjab. Moreover, the provincial shares of the 
heads of revenue and expenditure divided between 
imperial and provincial were 80 adjusted that the 
average provincial annual increinent of revenue 

. wu to be raised from Re. 6.30,000 to Re. 8,55,000 
in the former province, and from Re. 3,08,000 to 
Re. 6.18,000 in the latter. Initial grants of 50 

• 
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lakha in each case. including special grants for 
plague charges. were also allotted. to give the 
provinces a good atart. 

A lettlement was made with the Central Pro
vinces later in the year. and with Burma in 1907. 
The partition of Bengal necessitated fresh !lettle
ment with that province.. well as with Eastern 
Bengal and A88BI1l. Certain modifications in detail 
were made in the settlements with the other pro
vinces in the course of the next few years. 

Before we describe the further growth of the 
lyatem of provincial finance. it will perhaps be 
found useful to mention the main features which 
the provincial settlements presented in the stage of 
development which they had reached at the time 
the Decentraliaation Commillion reported. In the 
6nt place. the settlements had been declared 
quasi-permanent. Secondly. the distribution of 
revenues between the Central and Provincial 
Governments was made. not with reference to the 
needs of the Central· Government. but to the 
expenditure of the Provincial Governments. 
Thirdly. the method by which the revenues were 
distributed _ that certain heads were regarded 
.. wholly imperial. others .. wholly provincial. 
and the rest were .. divided:' As. however. 
the division of the last-named heads could never 
be 10 adjusted .. to yield to a province, when 
added to the revenue £rom the purely provincial 
heads. the ezac:t sum nee ry to meet provincial 

• 
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charges, equilibrium was effected by means of 
fixed cash assignments; a deficiency being remedied 
by an assignment to provincial revenues from the • 
imperial share of the land revenue, an excess by 
the reverse process. I 

In connexion with the Report of the Decentra
liSation Commission, the Government of India 
referred, for the opinion of Provincial Govern
ments, a number of specific points affecting the 
financial relations of the Imperial with the 
Provincial Governments. I The replies were 
then taken into consideration by the Governor
General in Council. It was decided not to make 
any radical change in the system, because it was 
tonsidered .. preferable to abide by the main 
lines of a system which ha~ been gradually built 
up to meet the needs of the ·country, than to look 
about for an untried scheme of greater abstract 

. . 
perfection .•• 

But in one respect the sy .. tem app~ed suscep
tible of development, and this developrn'ent seemed 
to the Governmentof India to be eminently desirable 
in the interests of both the Imperial and Provincial 

I ViM ReooIalion GIl P,...,;nt:itJ Firumed • .Lrred tis. 18110 MOIl. 1911. 
I The particulu q_ an which adoice ... _Ihl wen:-

fa) CertaiD probl .... _dina the ............ 1 of revenue ta the 
provincee Under the quui·permaoent eettIeJDellta. 

fl.) The deoirobili\J' 01 proolacial _. 
fe) The odvioobil;,y 01 8ootin1 proviDcloll_ ill the _ .......... 
fel) The CGDtrol ta be esercioed cmor bon"Owill, by Joc.I bediea. 
fe) The del_lion 01 pawen 01 reopprepriatlon. 
Vide R-'_ an P""';ndtJ Fu-. ... dIIIMI tis. 18t1o M .... "'1. 
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Governments. The direction in which the Govern
ment of India desired to advance was by giving 
greater permanency to the settlements. From the 
point of view of the Central Government, a 
measure of thil kind was rendered vitally impor
tant by the uiating aituation of imperial fin!lllce. 
Simultaneously with the prospect of the 1081 of 
a considerable annual revenue from opium. the 
Government of India wal faced by the necessity 
of providing large and increasing funda for the 
extension of education. for the improvement of sani
tation. and for other kindred purposes. To ensure 
luccessful conduct of ita finance in these circum
Itances. it _ essential to remove every available 
element of uncertainty. It. therefore. decided 
to introduce as great a finality as poaaible into the 
financial relatione of the Imperial and Provincial 
Governments. If provinces could be provided. 
once and for all. with settlements 80 framed that 
Provincial Governments could develop their 
adminiatration from their own aaaiped reaourcea. 
and could fairly be warned that they must not. 
ucept in caaea of unulual calamity, expect uaiat
ance from imperial fundi. the task before the 
Government of India would be greatly aimplified. 
At the lIIlIIle time it was considered that, by 
impartina greater precision to their relations with 
the Provincial Governments. they would give the 
latter a more abiding interest in the husbanding 
and direction of their own resoun:es; while a 
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sharper definition of the limits of provincial 
independence in financial matters would make it 
possible to allow much greater freedom of executive 
action within those limits~ I 

On the first of the three points referred to the 
Provincial Governments, the Government of India 
considered that a fixed assignment should be 
replaced by a' share of growing revenue in the 
following circumstances, namely, (i) when an 
assignment was so large as to prevent the incre
ment in revenue from keeping abreast of the 

• legitimate and necessary growth of expenditure, 
and (ii) when the financial outlook of the moment 
justified the abandonment of the necessary amount 
'of growing revenue in exchang~ for the reduction 
of fixed charges. Such ~mmutation was usUally 
to take the shape of the provincialisation of heads 
formerly divided. Except in this connexion, 
however, the Gavernm'ent of India was not 
inclined to accept the provincialiaation of divided 
heads, which was the ~nd point of reference.
The third point of reference was the question of 
lump grants. While fully appreciative of the 
various drawbacks attaching to the system, the 
Government of India was in complete agreement 
with the Commission in the view that the total 
abolition of .. doles" was impracticable." To 

• 
• Rao/.Ii __ P_ci..J Fi_ J.t.d",. IBIlo II.", 1911. 
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as a whole. the Government of India found it 
impossible to believe that inequality in the settle
ments had gone far enough to starve one province 
in its necessities in order to load another with 
luxuries. They. therefore. considered it entirely 
unnecessary. in seeking a basis for permanency. 
to make any radical alterations in the existing 
settlements which had been evolved by the slow 
pr~ of years. 

But the Government of India decided to under
take a careful revision of all existing settlements. 
with a view to the removal of minor ddects 1 and 
the replacement of large cash assignments by 

, The FiDaDce Mcmbe. ooid: .. In Ii... _ 01 the eiaht 
major pmviDc.ea. the ..... Iementw have worked in • mamaer thai 
indica... DO IIawa ;" the seaeraI Iiaeo llpoa which they __ 
~ In Eutem 8eDpl ....I Ao.m. the _1 __ ia _ 

and oImoot IIIIlricd ; bat.... ...... 110 mioBivillp .. II> iIo oacce.. 
In..... pJOViace, B1IJ1II8, theJe ·hao ....... mach iDcoIIYeIIieDce 
due to aD O9CI'....rjmpte of _ reeoarcee. which ia DOW heiaa: 
oIcnrIT.-&ed. In the oishth p-.' BaapI. • _1 __ 
which hegaa aode. the _ fa......-.hle aupiceo hao hod • aIoaai:t 
IIIld boabled careeI". I .. ito ....m.. "-rOo larve ,,"1._ _ __ 
lIP .... ....... IIIld imperfeetJ;" ...... cIaed iDa-_ ia ~ 
_eli ...... ; .... d wLea the _ LieDteaIIDt.c..- _ht II> 

""p~ the method. 01 anIiaaI7 Iina...;.1 --. hia _jeo _ 

;" • peat _ cIeIc.ted .... the d_ oIJuah priceo ....I the .-17 
c:ampajp api...a crime. 8rie/ thaaah it .........u, io, thia ........
indicatee thai the dcfedl iD oar pn.al ..... erg=...... iDdmdual aDd 
- --... ; .... d. iDdeed. the -J;, .-faalt ;" the _ ia the 
tlllWidclJr oize that hao ....... aItaiDed .... the Ii-' CMh _. _ 
;" _ 01 the pnoriDeea. To hdify thio, II> Jdi_ thooe ..
whae the Iinoari.1 paoi_ ia DOW ~. ....I II> hue .... 
pcnDaDeDI: -aJaneptw oa • bn.d aDd .aabIe foanda!i=, ... bee.. 
the obieet 01 the chu.ireo and ...dj .. _m" .. 
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IIhares of growing revenue. A. a result of a 
careful examination of the &nancial position of 
each province, it was found advisable ,to make 
certain variations in the termll of the lIettlements, 
The conceaaiona differed to lome extent from 
province to province, but the moat important of 
them were all followl :-

, . (a ) Forest revenue and expenditure were 
made wholly provincial in all the provinces. 

(b) Exciae revenue and expenditure were made 
wholly provincial in Bombay, while in the Central 
Provinces and the United Provinces, the provincial. 
abare of these headll wall increaaed to three
quartera. 

(c) land revenue waa made half provincial' 
in the Punjab and five-eightha provincial in Burma. 

(d) The provincial interest of the Punjab in 
major irrigation worke (direct receipts, working 
expen11e8 and interest on debt) waa raiaed from 
three-eighthll to one-half. 

2. The fixed aasignments of the various 
provinces were reduced by the amount which these 
changes of classification added to the provincial 
.hare of growing revenue. 

The &nanclal effect of these arrangements waa 
to convert fized assignments amounting to 31 
Jakhll of rupees into growing net revenue, and 
to deprive the Imperial Government in future yeara 

of an annual net increment of 8'15 Iakba in its 
share of divided revenues, 

19 
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Having remediecl the defects of the ezJ8tmg 

system. the Government of India approachecl the 
task of imparting great~ permanency to their 
financial relations with the Provincial Governments. 
They rea)isecl that complete ~anence was not 
attainable. The possibility of famine constitutecl 
a dang~ to the contracts against which it was 
impossible to provide adequate safeguards. The 
Government of India agreecl that. in the case of 
a widespread and serious calamity. it would step 
in and supplement the provincial resources. and 
-that the contract obligations would. for the time 
being. remain practically in suspense. Subject. 
·howev~. to provision against famine. the Gov~
ment of India consid~ecI that the settlements. as 
now revised .... might safely be declarecl to be 6xed in 
perpetuity. With the introduction of this element 
of 6xity into their 6nancial relations. it was hoped 
that it would be possible to allow provincial 
authorities far great~ indePendence within definite 
limits. and to relax a great measure of the control 
which the Government of India had hithmo 
ex~cisecI ov~ provincial bodies. 

The nature and probable dfects of the new 
system w~e describecl by Sir Guy Fleetwood 
Wilson in these words: .. It will also. I trust. 
be a measure of real decenlrlilization and 
administrative reform. It will give Local Govern
ments a more abiding interest in managing 
and directing their own resources; it will 
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greatly reduce the occasions f~r interference by .. 
~ 

the Central Government; and it will atimulate 
provincial independence and lelf-reliance. To 
the Government of India also it ought to mean 
much., It will relieve us from the unforeeeen and 
indeterminate liability to which the imperial 
revenues were formerly exposed by the financial 
difficulties of any individual province. To that 
extent it frees our hands for the closer reiulation 
of our imperial expenditure; and it enables us to 
lay down the lines of a consistent financial policy 
for the future. It marks a forward atage in the 
development of a political theory which has been· 
steadily pursued for the last forty years. But it 
implies 80methinlr more than theory; for I believe 
that the new arrangements will be found to be 
liberal by the provincea; and I regard them aa 
necelS'lry in justice to oureelves and to the general 
to-payer of India." 

One important modification had to be intro
duced into the settlements immediately after they 
had been made. The re-partition of 8engal and 
the subsequent feCODIItitution of the provinces of 
Bengal, Behar and Oriaaa, and A-m neceeaita
ted the abrogation of permanent settlements 
entered into with them and the formation of new 
and temporary settlements! 

1 1M r- Mo.boo _1 i .... tho c-iI • fl_ 

.... ; rW. ............. UIUi¢ p ....... _... J 

.... tho..w. _.' He .... , " .......... ~ ..... 
a .. _ •• '. bb _....... • b_ ....... tho 



148 PROVINCIAL FINANCE 

These temporary settlements were made on 
the ordinary lines. It was arranged that in each 
of the three provinces the imperial exchequer 
would receive one-half of the receipts from land 
revenue and one-half of the net receipts from 
stamps and assessed taxes. In Bengal as well as 
in Behar and Orissa. the Government of India 
would take half the net irrigation revenue as well. 
and in the latter province one-quarter of the net 
receipts from excise. All other revenue and ex
penditure would be wholly provincial. These 
shares were fixed with a view to bringing the pro
vincial accounts as near to equilibrium as possible. 
\10 that the Provincial Governments might get full 
advantage of their growing revenues. Besides 
distributing the existing balances. the reserves of 
the new provinces were strengthened by initial 
grants aggregating £ 782.000. The provinces 
thus started their accounts for 1912-13 with the 
following opening balanceS; ,Assam. £267.000; 
Behar and Orissa. £833.000; Bengal propel'. 
£1.000.000.' 

p....mce oettI .. cIcnm to ..........J _d;tmo ...... PI A.om II will .... 
..ac little time Lelore we caD eItimate the per=n=ent ~ 
of • trKl which ehowa praaU.e 01 impc.tmd deYE' ,........ Moreo.a. 
the methodo adopted PI hamiDa the _'-_ ..... cIardo __ 01 

" .\> iD"';"'_ -..me ..... piO'· -. The_ 
wIUda .......... caadadod. therefuIe. Me r... tIuee _ iD the ........ 
tIw. o&er the paiacI ~ it will .... ~ ... _ ........... 01 
the DeW PiU9iac:ea wilL .f6rient 'CCU'1ICJ" to iaItif7 _ ill I(i9iDI' tit-. 
.... 0" __ '-mlo·· Ville Fr-.d.I 5_1. 191Z-IJ. 
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With the approval of the Secretary of State, 
the following rules were laid down in 1912 to 
govern the future relations between impc;.rial and 
provincial 6.nance : 1 

(i) With the exception indicated in Rule II, 
the provincial settlements for Madras, Bombay, 
the United Provinces, Burma, the Punjab, and 
the Central Provinces would in future be perma
nent and not subject to revision; and permanent 
settlements would be framed, as soon as might be 
found convenient, for Bengal, Behar and Orissa, 
and Assam. In case of seriouslamine in a p;o
vince. the question of assistance from the revenues 
of the Government of India would be oonsidered. 
The Government of India reserved the right to call 
for assistance from provincial revenues in the event 
of grave embarrassment in their own 6.nances. 

(ii) When the bed assignment of. province 
became unduly large and hampered the expan
sion of its revenue. as .compared with the legiti
mate and necessary growth of expenditure •.. it 

I .. the~, ... d the a.....t q.,.., lacIuded £267.000 WeI r... the c.J-
culta 1 ___ Tnut. 80hu ud om- .... ..-..I -u "--
II ....dod ..,botu.tI.I .,,;*_ III the ... ", ....uIishiq _ _ Iooad-q- "----..117'" lIII ..... p_ ...... ,, __ 
eel tLot iudidau~ ...... __ ............ ud ' loin.-Wd 
_I:r _....., III -. a.....t _ ..... "- CGDt ......... r... 
_ -" -"'"t __ 6 .. _1 diI6cuJ .... wIoic:h, the A-
M.abor oaicI. the Ca_ .", ...... _ ........ IOir_ put;. 

cuIuI7. " thonoblr the ........... 0 • ", the ~ ill the 
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would ordinarily be converted, either in whole or 
in part, into a share of growing revenues as soon 
as the state of imperial finances might permit. 

(iii) In the event of a grant of special allot~ 
ments to Local Governments out of surplus 
revenues not required for the remission of taxation, 
the reduction of debt, or other purposes, the 
Government of India would retain the option of 
declaring the purposes for which the money was 
provided; but 

(a) the grants would not involve greater 
interference by the Central Government than 
existed at the moment; 

(b) .they would be allotted with due regard 
to the wishes of the recipient Government; and 

. (c) they need not necessarily be devoted to 
one and the same purpose iD every p'rovince. 

(io) A Provincial Government might not 
budget for a deficit, unlesS it satisfied the Govern
ment of India that the :exces&' expenditure was 
due to an exceptional and non-recUl'l'ing cause, 
and also. in case the deficit involved a reduction 
of the provincial balance below the prescribed 
minimum. that suitaQle arrangements would be 
made for the restoration of the minimum. 

. (.,) If a Provinc.ia1 Government exhausted its 
own balances and received permission to overdraw 
u~n the general balances, it would be required to 
take the necessary amount as a short loan from 
the Government of India. Such loan would bear 
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interest and would J)e repayable in 8uch instal
ments 88 the Central Government might direct. 

( "i ) Future corrections in provincial budgets 
by the Government of India would be restricted to 

(0) divided heada. and 
(b) the proposed totals of revenue' and 

expenditure. 
These rules. although they did not mark the 

adoption of a new policy. represented a decided 
advance on the path of decentralisation. They 
placed a greater responsibility on Provincial 
Governments for the stability of their 6nances. 
while at the same time investing them with wider 
independence. 

On the question of provincial tuation. the 
Government of India said that it did nat _ 
any strona reason f« removing the aafeguanJa. 
which then surrounded ita impositioo. It recotI
nised. however. that 6nancial autonomy f«' 
the provinces. if and. wheu it came. must carry 
with it the power of tuation. The Government 
of India thought that. in the theu existing circum
atances. there _ nothing to be pined by dimi
nishing ita control. either executive « legislative. 

The Government of India reEu.aed to accede to 
the pro~ of lOIIle Provincial Govemmeuta to 
concede to them the power of provincial borrowing. 
becauae. in ita opinion. the drawbacks attaching 
to the proposal were much greater than the poesibl.., 

advantages which might accrue hom it. It 
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thought that it would be extremely difficult to 
prevent a provincial loan from competing with 
imperial loans. A further objection lay in the 
undesirability of increasing the non-productive 
debt of India. 

The Government of India. in accordance with 
the recommendation of the Decentralisation Com
mission. authorised the Provincial Governments to 
delegate to their heads of departments certain 
powers of reappropriation. At the same time. 
the limits imposed on the spending powers of the 
Provincial Governments were widely extended by 
separate orders issued on the subject. 

The year 1912-13 turned out to be one of great 
financial prosperity. There was a large surplus 
in the accounts of the GoVernment of India. The 
Finance Member. therefor~. decided to make the 
provinces partners in the. gQtJd fortune of the 
Central Government. He distributed the following 
sums to the provinces.:' 'two 'and a half crores 
for non-recurring expenditure on education. 
half a crore for urban sanitation. 30 lakhs 
to Burma for communications. 20 lakhs to Assam 
for development and .one crore in aid of general 
provincial resources. The last-mentioned grant 
was distributed at the rate of twelve lakhs to each 
of the larger provinces. and eight lakhs to each 
of the smaller ones. and was not earmarked for 
anyone purpose. Besides these grants made out 
of the surplus of the previous year. Sir Guy 
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Fleetwood Wilson distributed further grants of a 
recurring character to the provinces out of the 
budgeted surplus for 1913-14. He allotted one 
crore for recurring expenditure on education and 
lIlIlitation, ten lakha for agricultural improvement, 
and ten lakhs for medical relief. Finally, he 
made assignments to the provinces to enable them 
to forego the amounts which they were then 
appropriating for provincial use from the ceases 
on land.' 

The policy of .. dolea," however, continued 
to be adversely criticised. In 1914, Sir Ibrahim 
Rahimtoolla observed that the system was open 
to serious objection. He suggeated that the divid
ed head. of revenue should be made over to the 
provinces, and contributions levied from them for 
imperial expenditure, the total amount of such 
contributions being bed under normal conditions 
and increased in special circumstances. The· 
contribution of each province was, in his opinion, 
to be determined with ieference to its population. 
needs. and income per head.-

• The ........... 111110 1M oIi'- Plo.' _ .. foIIowe, 
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The European War which broke out in 
August. 1914. disturbed the finances both of the 
Government of India and the Provincial Govern
ments. In 1915. it was decided. with the con
currence of the Provincial Governments concerned. 
to extend the temporary financial settlements with 
Bengal. Behar and Orissa. and Assam. which 
would normally have been put on a permanent 
basis from the I at April following. The reason 
was. of course. that this was not the opportune 
moment for dealing with permanent settlements. 
which could be much more safdy formed when 
the Government of India would be in a normal 
financial condition. A modification was. how
. ever. made in the Burma settlement. for it had not 
proved quite 80 favourable, as the permanent settle
ments with the other provinces. An arrangement 
was made with the Burm" Government by which 
it handed over to the Government of India a crore 
of rupees in exchange for..B; fixed assignment of 
three and a half lakha of rupees a year. 

In 1918. the Finance Member. Sir William 
Meyer. made an important announcement in the 
course of. his budget speech. He said: .. We 
have under consideration. for application after the 
war is over and in connexion with the scheme of 
constitutional reforms. a material advance in the 

provincial .... __ for their _ ....-.,.. II .... hardl,. be 

--W ... .....- or jaa .,.....,.... ViM p~ .... '" 1M I ... "" 
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direction of separating provincial and imperial 
finance. which will give the provinces larger and 
more independent resources. with the further, 
power of supplementing these by taxation when 
such may be found nece88arY.·· The scheme 
prepared by Sir :William Meyer with the assistance 
of Mr. Howard. while it BOught to give seParate 
resources to the Central and Provincial Govern
ments. did not do away with divided heads of 
revenue. But. different scheme was subsequently 
prepared by the Government of India. 



CHAPTER VI 

ON THE EVE OF THE REFORMS 

The financial arrangements which subsisted 
between the G~ernment of India and the Provin
cial Governments at the close of the Great Euro
pean W ~ were the result of a series of experi
ments extending over half a century. These 
settlements. however. had no statutory basis 
or legal validity. They were merely in the 
nature of understandings between the Govern
ment of India and its subordinate authorities 
arrived at for the sake of administrative conveni
ence. While this system was a considerable im
provement upon the system of complete centrali
sation which prevailed between 1834 and 1870. 
it was inadequate to the requirements .. of the new 

. policy adumbrated in Mr. Montagu' s famous 
Announcement of th~ 20th August. 1917. These 
settlements. it is true. ensured a certain amount of 
financial devolution. but they failed to secure to the . 
provinces any substantial measure of financial 
freedom. 

An examination of the system reVealed certain 
shortcomings of a serious charactel". In the firllt 
place. provincial settlements were based not on 

( 156 ) 
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provincial revenues, but 011 provincial needs. The 
Government of India being ultimately responsible 
for the financial lolvency of the whole country, it 
could not allow any province to go bankrupt. It 
wal thul neceeaary for the Central Government to 
retain itl control over provincial expenditure. One 
of the chief instrumenta by which thia control was 
exercised was a leries of codes of instruction8,. 
which imposed definite restraints upon the power8 
of Provincial Governments to create new appoint
menta or to raiae emolumenta. Secondly, in re
gard to income, 80 long as the Government of 
India took a share in the proceed8 of the taxes, it 
had a Ittong motive for interfering in the details 
of revenue administration. Besides, the Central 
Government poe.essed fun power of control over 
taxation. The Government of India Act forbade 
provincialleaielatures, without the previous ssnc
tion of the Governor-General, to consider 
.. any. law affecting the public debt of India or the 
CUStoml or duties or any other tax or duty for the 
time being in force and impoee(l by the authority 
of the Governor-General in Council for the general 
purposea of the Government of India." It is true 
that a provincial legislature was not legally debar
red from exploiting for provincial Purpcl m any 
new eouree of IUation; but even auc:h proposals of 
IUation required the ssnetion of the Secretary of 
State and of the Governor-General in Council. 
This power of controlling IUation naturally led to 
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a system of close subordination in which the Pro
vincial Governments were held. Thirdly, the pro
vinces were denied the power of borrowing. As has 
already been noticed, the main reason for this res
triction was that the revenues of India being legally 
one and indivisible, the Provincial Governments 
possessed no separate resources of their own on 
the security of which they could borrow. There 
were also strong practical reasons for not conceding 
borrowing power to the provinces. The loan mar
ket was limited, and competition in the same field 
of several authorities was likely to force up the 
rates. The practice was, therefore, observed of 
reserving entry to the public loan market entirely 
Jor the Central Government, from whom aU 
moneys required for provincial purposes were 
borrowed. . 

The authors of the Report on Constitutional 
Reforms felt that, if die popular principle in 
administration was to ·:.have . fair play in the pro
vinces, it would be nec~9ary to alter. the financial 
relations which then existed between the Central 
and Provincial Governments. They observed: 
•• The present settlements by which the Indian 
and Provincial Governments share the proceeds of 
certain heads of revenue are based primarily on 
the estimated needs of the provinces, and the 
Government of India disposes of the surplus. 
This system necessarily involves control and inter
ference by the Indian Government in provincial 
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matters. An arrangement which' haa on the 
whole worked succeasfully between two official 
Governments would be quite impossible between 
a popular and an official Government." 1 The, 
6rst aim. therefore. of Mr. Montagu and Lord 
Chelmsford wal to find BOme means of ~tirely 
leparatins the resources of Central and Provincial 
Governmentl. They started with a change of 
standpoint. They recognised that. if provincial 
autonomy W8I to mean anything real. clearly the 
provincel must not be dependent on the Govern
ment of India for the means of provincial develop
ment. The settlementa in vogue at the moment 
provided only for the ordinary growth of ezpendi
lure. but for any large and COItly innovations 
Provincial Governmenta had to depend on 
.. doles .. out of the all-India lurplUi. 

The author. of the Joint Report thought that 
a fundamental change W8I needed in the .yetem 
of provincial finance. They propoaed that an 
estimate .hould 6ret· be made of the acale of 
ezpenditure required for the upkeep and develop
ment of the services which dearly appertained 
to the all-India Iphere.· ffiat- resources with 
which to meet this ezpenditure ahould be secured 
to the Central Government. and that all other 
revenues ahould 'then be handed over to the 
Provincial Governmenta, which would thenceforth 

• R-' _ c ..... ......, R~ Cl. VIll. 
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be wholly responsible for the development of all 
provincial services. 

It would not be enough. however. to distribute 
. the existing resources on a dilferent basis. but it 
was necessary to give to the Central and Provin
cial Governments entirely separate resources. 
Brushing aside all theoretical as well as practical 
objections to their scheme. the authors of the Joint 
Report decided to adopt a system of complete 
segregation of sources of revenue. Of the heads 
of revenue which were. till then. divided. they 
decided to make excise 1 provincial throughout 
India. They thought it desirable to discriminate 
the stamp duty under the sub-heads general and 
judicial. making the former a central and the latter 
a provincial receipt. Land revenue presented 
some difficulty. but it was ultimately decided to 
make it wholly provincial. The revenue derived 
from irrigation. being cl~ly connected with land 
revenue. was also made provincial. the expenditure 

t 

under this head as also the liability for famine 
relief being at the Same time thrown on the pro
vinces. With regard to the one remaining head. 
namely. income-tax. the authors of the Joint 
Report held. in opposition to the views of most of 
the Provincial Governments. the opinion that there 
existed very strong reasons for making it a central 
source of revenue. In the first place. they thought 

• Emcioe _ at thio lime • ph>ViDdaI head 01 __ ID 1IooDhaF. 
lIeapI ... d A.om. 
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there WIllI the necessity of maintaining a uniform 
rate throughout the country. Secondly. in tht;, 
cue of ramifying enterprises with their' businesa 
centre in some big city. the province in which 
the to WIllI collected WIllI not necessarily the 
province in which the income was earned. ~e 
the joint authors admitted the force of some of 
the arguments which were advanced in favour of 
making income-tax a provincial or a divided head 
of revenue. they refused to let these stand in the 
way of making it • central resource. 

A, a result of this scheme of distribution. it 
was anticipated that there would be a large deficit 
in the Government of India', budget. The differ
ent ways of meeting this deficit were then c0n

sidered. The Iirat was to maintain the basis of 
the then existing settlements. but to allot to the 
Government of India a certain proportion of grow
ing revenue instead of • share of the divided 
heads. It WIllI. however. feared that this device 
would tend to stereotype the existing inequalities 
between the provinces. while it WIllI also likely to 
introduce an element of great uncertainty into the 
6nances of the Government of India. A second 
suggestion was . that an all-round contribution 
should be taken on a per capita basis. This ex
pedient also could not obviate 'fIfSY undesirable 
variations between provinces in the rate of Ie.y 
owing to the inequality of provincial reaources and 
of provincial needs. A third plea was to take an 

21 
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all-rQund percentage contribution based on gross 
provincial revenues. TIlls was considered to be 
open. inter alia. to the objection that it would 
leave several of the provinces with large deficits. 
The fourth proposal. namely. that provinces 
which had a surplus should temporarily help the 
Government of India was rejected as cumbrous 
and impracticable.' 

On an enmination of the various proposals. the 
authors of the Joint Report came to certain broad 
conclusions. They agreed that. in fixing contribu
tions. it was undesirable to pay regard to the grow
ing revenues of the provinces. The joint authors 

. agreed also that the contributions should be of fixed 
amounts. They saw that equality of contribution 
was impracticable. because there ~ no clean 
slate to write u~n. They. therefore. looked for 
some plan which would .fit closely into the existing 
facts. Starting with an estimate (based on the 
budget figures for 19 \.1-18.aubject to some adjust
ments) of the gross revenues. of all the provinces 
under the new system of allocation. and deducting 
therefrom an estimate of the normal expenditures 
of all the provinces. they arrived at Ra. 15·64 
aores as the gross provincial surplus. The deficit 
in the Government of India's budget was estimat
ed at Ra. 13·63 aores. TIlls left Ra. 2·01 aores. 
Or about 13 per cent. of the total gross surplus as 
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the net lurplus available to the provinces. The 
authors of the Joint Report proposed to asseSs the 
contribution for each province to the Government 
of India as a percentage of the difference betwee~' 
the grosa provincial revenue and the grosa provin
cial expenditure. On the basis of the figures taken 
by the authors. this percentage would be 87. . The 
way in which this plan would work out in practice 
would be gathered from the following figures :-

(In I~'" 01_, 
c.- c.-p~ c.- p .... i Ccmt~il) ... Net 

~ proviD· Y\bclol Ylbclol tiOD (87 provi .... 
olol_ ........ cII· ourp1.... per COllI. cW ..... _u .. - of Cbl •• ,. pi .... 

I 2 , • 5 6 

. 
Mad ... 1",1 1.40 4.91 4.28 6S 
a.....t.p 10.01 9.00 1.01 ea, l) 

&.pi 7,54 6.75 79 69 10 

Ualtbd ..... Yia_ 11.22 7.47 J.75 U7 41 

I'wliolt '.64 '-14 2.SO 2,11 S2 

IIwma 7.69 6,01 1.6l 1.40 21 

8IJ.u .. d ON. •• 04 'oS' 45 " 
, 

c...tnI ..... _ 4.12 )'71 41 ,. S 

A- 1.71 l.so 21 II , 
TabI 68,24 52,64 15.64 I 1)'6S 2.01 

The authors of the Report apprehended that 
the objection would be taken that IIOIIle provinces 
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would under the scheme bear a very much heavier 
proportion of the cost of the Central Government 
than others. But their answer was that the objec
tion was one that applied to existing inequalities 
which their scheme failed to remove. In their 
opinion. the great merit of the proposed settlement 
was that it would immediately improve the posi
tion of the provinces as a whole by over 2 crores. 
,They further added that this arrangement was not 
to be of a final nature; but that. when revenues 
would develop. a revision would take place under 
normal conditions. and an opportunity would 
occur for smoothing out inequalities. The joint 
"authors admitted that. inasmuch as the proposals 
were based on war figures. they should be open to 
revision at a later period. and they suggested that 
it would be one of the duties of the proposed statu
tory commission to re-in';estigate the question of 
provinc1al contributio~. They added that. in case 
of an emergency. the Central Government would 
have the power to make a special supplementary 
levy upon the provinces. I 

It naturally followed from this proposal that 
there would. under the new arrangements. be a 
complete separation of the central and provincial 
budgets. and that the former would thenceforward 
include only the direct transactions of the Govern
ment of India and not those of the provinces as 

, n... P~" of c:oune. refonocl emil' to the Co.eraor •• 
I'nnoiacee ... d Dal to the minor .dmin_ 
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had hitherto bfJen the c:aee. It likewise followed 
that there would be no more ear-marking of any 
portion of provincial balances and that portions 
previously ear-marked would be available for. 
general purposes. 

But the mereprovincialisation of heacls of 
revenue and expenditure was not of itself sufficient 
to free the provinces from the restrictions on their 
spending powers. which the provisions of the codes 
and other standing orders had imposed upon them. 
The Government of India had itaelf to conform to 
the restrictions on expenditure imposed by the 
Secretary of State in Council. and could. therefore. 
enlarge the powers of the Provincial Governments 
only to a minor extent. It WIll thus necessary to 
relax the India Office control in order to give the 
provinces a relatively free hand in expenditure. 
and proposals were put forward for this purpose. . ~ 

It WIll also COI\8ldered necmary to enlarge 
the taxing powers of Provincial Governments, 
Mr. Montagu and Lord Chelmsford thought that 
the best means of giving freedom to these 
Governments in this respect would be to schedule 
certain subjects of taxation as reserved for the 
provinces. and to retain the residuary powen 
in the hands of the Central Government. They 
expressed the view that. where a td fell within 
the schedule. the Government of India'. previous 
sanction to legislation required for its imposition 
should not be nee nary; but in ca.ses not covered by 
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the schedule, the Government of India's sanction 
should be 80ught before the necessary legislation 
was introduced. l 

, On the question of borrowing, the Provincial 
Governments were unanimous in desiring greater 
freedom. The authors of the Reforms Report 
thought that, in order tcuvoid harmful competition; 
the Provincial Governments should continue to 
do their borrowing through the Government of 
India. But they were prepared to allow the Pro
vincial Governments access to the Indian IIllIJ'ket, 
if the Government of India should lind itself un
~ble to raise the money in anyone year which a 
province required, or if there was good reason to 
believe that a provincial . project might attract 
money which would not be elicited by a Govern
ment of India loan. They advised that, in such a 
case, the Provincial Governments should secure the 
approval of the Govel'llJftent of India,to the meth~ 
of borrowing, including the rate of interest, as 
well as the time of borrowing, 80 as not to conflict 
with the Central Government's loans. 

On the difficult question of budget procedure 
within a province. the authors of the Joint Report 

• The aathon 01 the Joint ReJ-t thouaht thlo __ ohoaLI he 
withheld cmIy If the p~ b fo .. d OD c:eotnd heodo 01 __ , 
ar if ..... ___ 0 DeW ODe ... d ..... Ceabol Co.em_ltoeIf __ 
pIotcd impooiua it .. OIl oIJ-buIia _, or If the p......-Jo _ ID the 
opiDlaD 01 the C ............... of India, Iikcly to lead to .... cIeoIroble -
qaeDCeO wIUch waald dect ito .......... f -MUll... ViM R_ .... 
c-.t/"'~ R.I_ Cit. V/U. 
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felt that there must be means of securing to the 
Executive Council the money necessary for keeping 
the administration of the reserved subjects efficient. 
and also of ensuring that a fair proportion of the 
total revenue was devoted to the expanding cost 
of the transferred departments. After examining 
'Various expedients.' they put forward the scheme 
of a joint purse with preferential treatment for the 
reserved departments. This arrangement can 
be best described in the words of the Report. 
II We propose." said the joint authors ... that 
the provincial budget should be framed by the 
Executive Government as a whole. The 6rst charge 
on provincial revenues will be the contribution 

, Tho a .. than of th. Jalat RepOIt oI.ooonod Ia thio __ : .. w. 
_re altnctod 1>7 .1.. poooIbUil7 of oppoiallDlI a joIat __ ... p .... 

-I11III beth o8ici.I anel DOIl-08icial.-l.... 10 make a & .... cI·' _le-
DIU' eI_liDII with beth noenecl anel traaafe....cl ... biecto. which 
eho .. lcI holel ROOd for a _iecI of _ oia ~ ~ aap-",- th.t 
\I .... ba ..uIod _tim. 1>7 loll' Old, -'rmecI 1>7 !I.e _ of 
tb ...... u .. COlUlcII. w. ___ 10 6acI __ 001 .. _ for "'" 
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to the Government of India; and after that 
the supply for the reserved subjects will have 
priority. The allocation of supply for the trans
ferred subjects will be decided by the ministers. 
If the revenue is insufficient for their needs, the 
necessity of new taxation will be decided by the 
Governor and the ministers. We are bound to 
recognise that in time new taxation will be neces
sary, for no conceivable economies can finance the 
new developments which are to be anticipated. 
The budget will then be laid before the council 
which will discuss it and vote by resolution upon 
the allotments. If the legislative council rejects 
or modifies the proposed allotment for reserved 
subjects, the Governor should have power to insist 
on the whole or any part of" the allotment originally 
provided, if for reasons to be stated he certifies 
the necessity in the t~ which we have already 
suggested. We are erpphaticaIly of opinion that 
the Governor" in Council must be empowered 
to obtain the supply which he declares to be 
necessary for the discharge of his responsibilities. 
Except iIi 80 far as he exercises this power, the 
budget would be altered in accordance with the 
resolutions carried in council." 1 

The subject of provincial finance was discussed 
at" considerable length by the Government oE India 
in its First Despatch on constitutional Reforms . 

• R_ .... C ...... IIl/i"",", ReI_ Cit" VIII. 
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Lord Chelmsford and his colleagues held the 
view that. given a dualistic structure of the 
Provincial Government. the new financial system 
should be based on three leading principles. 
namely. first. that internal control over provincial 
finance must be withdrawn in the largest poSsible 
measure i second. that within the province each 
half of the Government should have a defined 
power of raising the revenue to provide for the 
expenditure which it considered necessary i and 
third. that during the period of training and 
advance in political experience. the people must be 
protected from unjustifiable financial burdens. 

In regard to the first principle the Governor 
expressed himself in full accord with the 
proposals contained in the Report on Constitu
tional Reforms which had also met with 
aeneral approval in India. But he made im
portant reservations in regard to the actual 
workina of these recommendations. He said: 
.. ~e must. however. make it perfectly clear 
that. under these new arrangements. our own 
responsibility will be appreciably narrowed. ~e 
recognise that. helped by the audit we shall still 
have a aeneral responsibility for financial propriety 
and the avoidance of wasteful or extravagant 
expenditure. ~e also recognise that we are 
answerable for it that a province does not become 
insolvent or unpunctual in paying its debts. Theee 
duties rest upon us 80 long III we are re!lpcmsible 

22 
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to Parliament for the good administration of India. 
"!We conceive. however. that. with the grant of this 
new financial liberty to the provinces. we shall 
no longer be required to watch their financial 
proceedings in detail, or to enforce from day to 
day measures which may seem to us necessary to 
correct financial error. Our intervention in future 
will take the form mainly of advice and caution: 
though we cannot ignore the ultimate call that 
may be made upon U8 in extremities to iaaue 
definite orders which a province must obey if it 
wishes to retain its constitution." 1 

Turning to the question of financial adjust
ments, the Government of India accepted the 
principle of abrogating the complicated division of 
revenues and of establishing a clear line of 
demarcation of central and provincial resources. 
Nor was any objection iaken to the proposal to 

allocate the provinci~ contributions on the basis 
taken in the Report, namely, an all-round ratio of 
the gross provincial surplus. The Government 
of India recommended, however, that die initial 
contnbutions should be recognised 88 temporary 
and provisional, and that stePS be taken 88 soon 
88 possible to fix a standard scale of contributions 
towards which the provinces would be required 
to work by stages. It further suggested that a 
Committee on Financial Relations might be 
appointed to advise fully upon the subject • 

• Finl De.pa/Jo ... C--,.,;."J 1kI_ p. JD. 
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The Government of India accepted the proposal 
to schedule the taxes for the imposition of which 
a province would require no special sanction, and 
auggested that in that category might be placed 
succession duties, taxation of unearned increment 
on land, taxes on advertisements, amusements and 
specified luxuries; and generally any supplement 
to revenues which were already provincial, auch 
as land ceeees, higher court-fees, increased charges 
for registration, and enhanced duties upon articles 
upon which the excise was not regulated with 
reference to the tariff schedule. The list was not 
exhaustive, and the Government of India thought 
that the schedule might be extended from time to 

time. In case a provincial tax encroached upon 
the sphere of central taxation, the veto could be 
employed. 

The limite which the Report on Constitutional 
Reforms proposed upon the future liberty of raising 
loans by a Provincial Government had the entire 
concurrence of the Government of India. It 
refused to accept the suggestion made by some 
Provincial Governments that they should be .given 
unfettered powen of borrowing for provincial 
purposes. In regard to the contention that the 
Government of India, when called upon to accord 
sanction to a provincial loan, should not scrutiniae 
the purpoee Eor which the loan was zequired, 
it expressed its views in these words: .. In years 
when the demand for loans ezceeds the oIIen. 
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we must undertake some rough measuring of the 
relative merits of the proposed expenditure before 
we make the final allotment. So far as is possible. 
we should endeavour to refrain hom questioning 
the discretion of a province; and it will probably 
be helpful ·to lay down certain general rules. 
For example. priority would inevitably be given 
to a loan required for famine purposes. or to 
finance what is technically known as the Provincial 
Loan Account. It might also with proprietY 
be laid down . that a province is not to borrow 
except for capital purposes. that is. for obtaining 
a permanent asset of a material character. In 
the case of unproductive debt the establishment of 
sinking funds should also be prescribed. Some 
such rules would relieve 'us of much detailed 
scrutiny; while if they were infringed by a 
province which has been Permitted to borrow in 
the open market. its IIction would be challenged 
in audit. and treated . ~ failure.1o discharge its 
responsibility for maintaining sOl~ency." 

In this despatch the Government of India 
expressed its desire to relax the firm hold which 
had so far been retained over provincial ballUJCe8. 
and suggested that the existing system of controll 
might be replaced by a few simple regulations. 
It.also considered it desirable that. under the 
new regime. each province should take over its 
Provincial Loan Account and provide its own 
finance for such transac~ns. 
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Coming to the distribution of resources 
between the two halves of a Provincial Govern· 
ment. the Government of India pointed out the 
various difficulties that were likely to arise from 
the system of common pool suggested in the 
Joint Report. It also referred to the criticism 
which had been levelled against the proposed 
system under which the transferred departments 
were asked to live upon the crumbs that would 
fan .. from the table of the richer reserved 
departments." and the invidious burden that 
would be thrown on ministers who would be 
•• solely responsible for the unpopular business of 
taxation. •• It. therefore. urged the abandonment 
of the scheme of the Joint Report and recommended 
a .. separate purse" system instead of a joint 
purse. The essential features of this system 
were these: Filat. an ezamination of the balance 
at the credit of each half would be made. 
and after the necessary adjustment the free 
balance would be divided between the two 
halves of the Government. The second stage 
would be the definite allocation to each half 
of the Government of the receipts from the 
reserved and the transferred subiects respectively. 
The third stage would be to determine the 
division of the surplus. The fourth stage 
would be to estimate the normal ezpenditure for 
reserved and transferred departments respectively: 
and if the leftDues required for m ring such 
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expenditure in either department were not 10 

nonnal circumstances to be obtained from its 
own income. the difference was to be made 
good by an assignment from the revenu~ of 
the other department. Such an assignment. 
cxdinarily speaking. would take the foma of 
a definite fraction of some head of growing 
revenue. 01' failing that. a lump sum subsidy. An 
arrangement of this sort would. the Government 
of India thought. be both .. workable and' 
simple." 1 

In the opinioa of the majority of the Council 
of the GovemOl'-GeneraI. frictioa could atiIl further 
be diminished by taking another step in the 

. pro. e B of allocating resources. This step would be 
the fisatiou fOl' a period of years of the adjwitment 
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between the two halves of the Government.·· 
A further recommendation of the Government of 
India was that there should be a clear allocation of 
responsibility and' resulta in the matter of taxation 
and borrowing. each half of the Provincial 
Government being given freedom. subjecno the 
approval of the Governor. to levy a new tu 
or to raise a loan for ita own purP08es. One 
member of the Governor-Genera!'s Council. 
Sir Sankaran Nair. appended a Minute of Dissent 
to this Despatch in which he pointed out that 
this .cheme was likely to give inadequate 
resources to the transferred departmenta and was 
calculated to place the ministers in a position of 
subordination to the executive council.' He also 
opposed the· scheme on the ground that it would 
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take away real popular influence from the settlement 
of the budget. , 

The withdrawal of external control over 
provincial financ"e implied the substitution of 
effective control within the provinc~. That control. 
according to the scheme outlined in the First 
Despatch. was to be divided between the finance 
department and the legislature. The finance 
department would be one and undivided. and it 
would be a reserved subject. Very important 
functions were to be aSsignect to this department. 
The second guardian of financial proprietY in a 
province was to be the legislative council. which 
;would appoint a Committee on Public Accounts. 
Standing behind all financial control there was to 
be an effective system of audit. 

A Committee 1 was appointed by the Secretary 
of State to consider and report on questions 
connected with the division of functions between 
the Central and Provincial Governments as well as 
the distribution of administrative work between the 
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two halves of a Provincial Government. This 
Committee devoted considerable attention to the 
question of finance. A Memorandum' prepared 
by Mr. (now Sir F~ederick) Gauntlett was trans
mitted to this Committee! This Memorandum 
indicated the views of the Government of India 
on provincial6nance. and dealt with (i) accounts 
and audit. (ii) the position of the Finance Depart
ment in the Provincial Government. (iii) taxation 
for provincial purposes. (ill) borrowing on the 
sole credit of provincial revenues. and (II) control 
over the provincial bafances. The Feetham Com
mittee expressed themselves in general agreement 
with the proposal. contained in the Memorandum. 
but offered suggestions in regard to BOme of the 
details. 

The proposals of the Reforms Report were 
embodied in a Government of India Bill which 
was referred to a Joint Select Committee of both 
Houses of Parliament. Evidence was tendered 

• Amoaa otJ...iUap. Mr. C. .... II ... •• ~ --.. oa . _loa wl.id>.llad ...... made tJ.ot, Ia onIoo to ........... n:IoIiaao 
of .1.. FiMIl" Dopartmea. with both...... of tha eo..m......t of • 
..... _. I. "-aId be pl.od ... cIer. _ of T_ Baud. __ 
Iba of ..... Mem .... of Co....aI aad _...... Tbe ideo _ 
Njeoted _ ......-we. eo "ill -W ..... to.w- dmdecI 
doc:W-. ancl un 17 appoIhmitiea for frictioa. n The Go • Bid 

of ladia _.........! 'M ...-l _de iD .... F'_ Doop.td. tboa .... 
ftoI 1Il_ of .... ~ Dor. ' ....... d be eIw:ti....!)o oaf.. 
....,.led ~.... appoI_ me of • SocoH _ ./oiIlt ~. ;" 
acIcIi_ to ........ ~ S • .,. ""'- """-to ww1d be 
to .a .. 'MDCie' ...... aU c-. ..... froa d rIm .. 
......... .........t .. el-· _ 
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before this Committee from various points of view. 
In their Report the loint CQIllmittee observed that 
doubts had been expressed in several quarters 
regarding the financial adjustment proposed 
between the Central and Provincial Governments 
in India. They endorsed the recommendation of 
the Government of India that a fully qualified 
financial commission should. be appointed . to 
advise as to the principle on which contributions 
from the Provincial Governments to the Central 
Government should be adjusted. They urged the 
formation in each province of a strong department 
of finance which would serve both sides of the 
,Government alike. On the question of the distri. 
bution of revenues and balances between the two 
halves of a Provincial Government. they advised 
that if the Governor. in the course of preparing 
either his first or any su),sequent budget. found 
that there was likely to be a serious or protracted 
difference of opinion between the executive council 
and the ministers, he should be "empowered at 
once to make an allocation of revenue and balances 
between the transferred and reserved subjectS. 
which should 'continue for at least the whole life 
of the existing legislative council. The Committee 
did not endorse the suggestion that certain sources 
of revenue should be allocated to reserved. and 
certain sources to transferred subjects; but they 
recommended that they should allocate a definite 
proportion of the total revenue which might be 
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two-thirds to reserved and one-third 1 to transferred 
subjects. and eimilarly 'a proportion. though not 
necessarily the same fraction. of the balances. In 
case the Governor desired assistance in making 
the allocation. the Committee suggested that he 
should be allowed to refer the question to an ex· 
pert to be appointed by the Governor.General. 
The Committee. further. expressed the opinion 
that. until an agreement had been reached or 
an allocation had been made by the Governor. the 
total provisions of the different heads of expen· 
diture in the budget of the province for the 
preceding financial year should hold good. 

After the passing of the Act of 1919 and 
before the rules under the Act were framed. the 
question of financial reIations between the Central 
and Provincial Governments was referred by the 
Secretary of State for India to 11. Committee con· 
si.tilli of Lord Meston (President). Mr. Charles 
Roberta. and Mr. E. Hiltorl Young. The terms of 
reference were 11.1 follows ; 

To advise on :-

(G) The contributions to be paid by the 
vanous provinces to the Central Government for 
the financial year 1921·22; 

(b) the modifications to be made in the pr0-

vincial contributions thereafter with • view to 

• n.-h ,I _ ........... C 'It" _ .. ~ -
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their equitable distribution until there ceases to be 
an all-India deficit; 

( c ) the future financing of the Provincial 
Loan Account; 

(d) whether the Government of Bombay 
should retain any share of the revenue derived 
hom income-tax.' 

When the Committee on Financial Relations 
was about to commence its enquiry. the Govern
ment of India revised its previous estimate of the 
deficit in the central budget and put it at 6 crores. 
This figure was less . than half of the deficit of 

.. 13·63 crores estimated in the Montagu-Chelmsford 
Report.' The new estimate was arrived at by 
recasting the budget for. the year 1920-21 on a . 
two-shilling rupee basis and eliminating hom the 
receipts the. estimated oollection of arrears of 
excess profits duty and hom the expenditure non
recurring items amountlng to 186 lakhs. It was 
emphasised that the deficit thus calculated was the 
irreducible minimum required in the then existing 
circumstances to balance the budget. Indeed. the 
Government of India had reduced the deficit to a 
figure whicn. they feared. might prove dangerous
ly low. 

• CJau.e (eI) of the WtructiOllI ... a later additioa made .. the 

imIIanc:e 01 the Cove.......... 01 Bom""". """ ... commllllicatecl to 
the Committee ahs it bad liai.hed a part 01 ito eaqairieo. 
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All the Provincial Governments and various 
public bodies made representations to the Com
mittee on Financial Relations. They subjected 
the 6nancial proposal. of the Joint Report to 
criticism &om various points of view. Each Pro
vincial Government placed before the Committee 
its own need. and pointed out its special circum
stances. The Government of Madras not only 
preaaed its own claims. but went out of its way 
to criticise the representations of the other Govern
ments. Evidently, this was done in order that 
Madras might be able not only to retain what had 
been propoeed to be given to her but to get more 
conceeaions. The case put forward by Mr. 
(afterward. Sir) Charles Todhunter on behalf of 

'. Madras was on the following lines: The Govern
ment of Madras doubted whether there would be 
any imperial de6cit at all. Even if there was a 
de6cit at the outset, it was likely to be covered by 
the expansion of imJle!'ial revenues, which includ
ed all the most elastic heads of tuation. Failing 
that, it should be met by the increased imperial 
tazation.. If any contributions wee to be levied, 
Madras should not be asked to bear a portion of 
such levy, for the future needs of Madras _ 
very great, and she would require every rupee of 
her revenues. It was suggested that the 6rst 
levy should be on the provincial balances. and the 
next step should be for the provinces to take over , 
a portion of the public: debt equivalent to lhf'. 
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Provincial Loan Account. so as to set free impe
rial moneys locked up. If in the last resort. a 
levy was to be made on current revenues. it 
should be in proportion to expenditure. It was 
suggested that a levy based on the net improve
ment of revenues under the new dispensation 
would be most unfair. Lastly. it was urged that. 
in view of the probability of an increase. on the 
one hand. of imperial revenue and. on the other. 
of provincial expenditure. any contribution that 
might be made should be regarded as a loan 
repayable with interest.! 

Mr • Todhunter referred to the argument ad. 
yanced by certain provinces to the effect that 
because they would pay larger sums in income-tax 
and customs to the Government. they should pay 
less out of the taxes that were levied at the discretion 
of the Provincial Governments. He remarked that 
the conclusion to be . drawn from this fact was 
the exact opposite. 'He observed: .. The test 
of fitness of a province to contribute is its wealth 
and two main tests of wealth are income and 
consumption of IUIUries. If. therefore. it is a fact 
that the incomes that pay tax in Calcutta and 
Bombay are earned in Bengal and Bombay. and 
that a large proportion of the goods that pay duty 
in those provinces is consu med in them. that fact 
seems to alford an unanswerable argument for 

• M..".."...J"", /.-. the M.Jru G_ J.d.J the Udt 
FeJ. ..... 1m. 
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increasing. and not for reducing. their contribu
tion." I In other worda. the Government of 
Madras urged that where the indirect contributions 
were large. the direct contributions should also be 
large. and vice ver.a. The ingenuity of this 
argument really deservel to be admired. 

The Government of Bengal submitted a re
presentation in the course of which it said that 
the financial arrangements proPosed in the 
Montagu-Chelmsford Report were extremely un- . 
fair to Bengal. and urged that more adequate 
reaourcel should be placed at the disposal of the 
province. In regard to the queltion whether the 
incidence of income-to: revenue could be traced 
with any approzimation to accuracy. it subse
quently presented a Note on the income-to: 
UIeIIments which proved conclusively that cer
tainly over 90 per cent. of the income-to: collected 
in Calcutta could justly be claimed as coming 
solely from Bengal. 

On the last of these points several of the Pre.
vincial Governments urged before the committee 
that the yield from income-to: was the on)y direct 
contribution to their public revenue which was 
made by the industrial wealth of their provinces; 
and Governments which .dministered great mer
cantile and manufacturing centrel like Calcutta 

• "_)Ior h .t. ".CM.tH. 
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and Bombay claimed special consideration for the 
heavy expenditure in which those centres involved 
them. To these arguments the Bombay Govern
ment added their apprehension that a time might 
come when a Provincial Government might not be 
anxious to direct. or its officers zealous to enforce. 
the collection of a tax .. which brought no grist 
to the provincial mill." Although the Financial 
Relations Committee were instructed to report on 
the question for Bombayonly. they felt that the 
grounds of the Bombay claim were common to all 
the provinces. They doubted if it would be possible 
permanently to exclude Provincial Governments 
from some form of direct taxation upon the iridus
"trial and commercial earnings of their people. and 
they recognised the natural anxiety of provinces to 
retain a share in a rapidly improving head of 
revenue. .. But." they. said. .. 80 far as the 
income-tax is concerned. we see no reason to vary 
the scheme of the Report. We accept as valid 
the arguments given by its authors (paragraph 
213) ; indeed. the second of these arguments is 
capable of further extensi~n in the case of public 
companies with shareholders scattered over India 
and elsewhere. We advise. therefore. that the 
whole of the income-tax be credited to the Central 
Government. Their needs in the near future are 
likely to be quite as great. and to develop quite as 
rapidly. as those of the provinces. while we do 
not apprehend that the richer provinces. such as 
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Bombay. will be 8eriouely handicapped in the 
administration of their own finances." 1 

The Financial Relatione Committee thought 
that the case of general stamps was 80mewhat 
different from that of income-tax. They ap
proached it. in the fuet inatance. from the point of 
view of the poorer provinces. Some of these. it 
seemed clear to them. would start with little or no 
surplus revenue under the allocation of resources 
proposed in the Montagu-Chelmsford Report; and 
this would be both a misfortune in itself and at 
variance with what they believed to be the inten
tion, if not the implied promise. -of the Report. 
No remedy suggested itself except lOme extenaion 
of the schedule of provincial heads; for doles and 
temporary assistance would be inconaistent with 
the whole policy. In that view. and also because 
it would greatly facilitate the initial distribution 
of the central deficit, they advised that general . 
stamps be made a provincial head throughout. 
In their opinion, the arguments in the Report for 
creditiq it to the Central Government bad not 
the .. me force as in the case of income-tu. 
They were not disposed to see arave diaadvantage 
in different rates of atamp duty in different provin
ces, and any uniformity which might be consi
dered esaential could always be secured by central 

• TMC--" .. rl ala ____ ..... -.1 .. ....... 
IMt --.I 01 the po# ....! ~ .... 3 Ior ...... ·1oaIt 
r. " .y.! p' It» .......... _ ..-at fraa i III&. 
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legislation. Moreover, they held that in this part 
of the arrangements there was still the taint of a 
divided head. for general and judicial stamps 
were controlled by the same agency. and there 
was a good deal of miscellaneous work and outlay 
common to both. To make the whole of the 
stamp revenue provincial would secure a genuine 
and complete separation of resources; and the 
Committee expressed the hope that the reasons for 
this course would outweigh the only consideration 
on the other side. namely, the extent to which the 
deficit in the all-India budget would thereby be 
increased. . 

The Government of India's estimate of its d~licit 
for the first year of the new constitution. namely. 
6 crores. was accepted by the Financial Relations 
Committee. To this they added 4 crores for the 
loss of general stamps proposed by them to be 

. made over to the provinces. and after making 
some adjustments regarding liabilities for pen
sions. leave allowances. and the military. police in 
Burma. they arrived at 9·83 crores as the Imperial 
deficit ubder the proposed system of devolution. 
They saw no justification for the suggestion made 
in certain quarters that the Government of India 
should meet its own deficit by special ~tion. at 
a time . when the shortage in question waa more 
thim counterbalanced by the additional resources 
enjoyed by the Provincial Governments. They did 
not conceal from themselves the disadvantage in 
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ordinary circum8tances of a SY8tem of provin
cial contribution8. but they anticipated. that the 
Government of India would direct its 6nancial 
policy towards reducing thOle contributions with 
reasonable rapidity. and their ultimate cessation. 
They recognised that it would be imprudent on 
the part of the Central Government to give any 
guarantee of the precise pace of reduction; but 
they thought that formal enunciation of the gene
ral policy would go some way towards allaying 
apprehensions. Such a poliey would dearly be 
subject to the important reservation mentioned in 
the Report that the central Government would 
remain empowered to levy Ipecial contributions. 
by way of temporary loan or otherwise. from the 
provinces in the event of a crisis. 

In bini the ratios in which the different pro
vinces should contribute towards meeting the 
Central Government'. deficit. the F'mancial Rela
tions Committee felt themaelvea bound at the 
outset by a limiting' consideration. namely. the 
obligation to leave each province with a reasonable 
working lurplul._ surplul calculated. as Ear as 
poaaible. with lOme relation to the general 6nan
cial position of the province and the more immi
nent daims upon ita _. Looked at lOme
whitt differently. the limit which the Committee 
impoeed upon themselvea was that in DO cue 
misht a contribution be auch as would fon:e the 
province to embark on new tuation .d hoc. which 
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to their minds would be .. an unthinkable sequel 
to a purely administrative rearrangement of abun. 
Clant' general resources." This limit. however. 
made it inevitable that the initial contributions 
should be in some measure arbitrary. dictated by 
!he existing financial position of each province and 
not by any equitable standard. 

The Financial Relations Committee observed 
that an examination of the basis of contributions 
which had been adopted in Montagu.Chelmsford 
Report. namely. realised surplus. had rev~ed 
Iiome serious objections to it. This basis tended 
to stereotype inequalities of contribution where 
they existed. while by disclosing them it rendered 
them more difficult to justify. Moreover. the arti. 
ficial and temporary nature of the basis could not 
be overlooked. It was too much determined by • 
mere accidents of budgetiQ.g in spite of attempts 
to clear away abnormalities of expenditure. The 
best argument for the- basis of realised surplus was 
that. when originally recommended. it recognised 
existing facts. that it appeared to leave all the 
provinces collectively with improved finances and 
each province with a surplus. and that it proceed. 
ed upon the principle of creating the minimum of 
financial disturbance in introducing the Reforms 

, scheme. But the Committee thought that these 
advantages could be secured by another solution 
which was less open to criticism. If the recom· 
mendation of the Committee in regard to general 
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stamps WBI accepted. the net increase in the total 
income of all the provinces taken together would 
work out at 18'50 crores. These additional 
resources represented what the Central Govern
ment would lose and the provinces gain under the 
new echeme of redistribution. Some part of them. 
the Committee thought. the former might reason
ably retain and the latter forego. so long as 
contribution. to the Central Government remained 
neceeaary. They. therefore. proposed to 8I8e8S 

the initial contributions on the increase of spend
ins power in the provinces. This proposal had. 
in their opinion. the merit of proceeding on the 
lines of minimum disturbance of the financial 
position in each province and of leaving each 
province with a IUrplus. 

As to the nature of this arrangement the Com
mittee observed: .. In the 6ret place. it implies no 
judgment on the merits of the previoUi financial 
settlementl with any province. The increase in 
revenues comes to the pro~ces 81 a windfall. or 
81 a bye-product of a constitutional change. It is 
not due. 81 financial eettlementl have been in the 
past. to a consideration of the financial needs of 
individual provinces. It cannot properly be quoted 
aa an admission of financial inequalities or 81 an 
act of tardy justice to the provincea that sain by it. 
Clearly. it hae come about &om political and 
not primarily &om financial motives. Secondly, 
on this basis the system of contributions appeara 
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in a less invidious light. The Central Govern. 
ment in the course of a political reconstruction 
gives to each of the Local Governments some. and 
to some Local Governments a very considerable. 
increase of spending power. Finding itself in a 
deficit as the result of this reconstruction. it wit h. 
holds from each province a certain proportion of 
the increased resources which it is intended the 
province should eventually obtain." 

Having fixed the basis. the Committee proceed· 
ed to a calculation of the net additional revenues 
with which each province would be endowed by 
the new allocation of resources. They then con· 

,sidered the possibility of meeting the all-India 
deficit by an even rate on all the provincial figures. 
So far-reaching. howeveJ:. was the disParity in 
the linancial strength of the provinces that this 
arrangement would in some cases have caused 
hardship. They. therefore. found it necessary to 

consider each proviflte on' its merits. ' Although 
Behar and Orissa possessed large revenues. the 
Provincial Government was found to be the 
poorest in India. As it was still a new province. 
heavy initial expenditure lay in front of it. while 
there was a wholly abnormal want of elasticity 
about its revenues. The Committee. therefore. 
advised that no contribution should be levied from 

,the province in the year 1921.22. The province 
of Burma was far behind India in administrative 
conveniences. and it was thought necessary that 
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a very lubstantial share of the additional revenues 
ahould be left free. The Committee. therefore. 
decide d to fix on the province only about 61 
per cen t. of the total deficit. The caaea of the 
Central Provincea and Assam alao received special 
consideration at the hands of the Committee. 
Both these provinces had a amall margin at the 
beat of times. and their need for development 
was great. They were. therefore. asked to 
contribute roughly 40 per cent. of their windfall. 
The Committee recommended that the balance 
of the deficit be aec:ured by a Bat rate of about 
60 per cent. on the new revenues of the remaining 
6ve provincea. 

These initial contributions were not considered 
by the Financial Relations Committee as ideally 
equitable. In their opinion. to do equity between 
the provinces it was necessary that the total contri
bution of each to the central puree should be pro
portionate to ita capacity to contribute. Unfortu
nately. however. the application of this principle 
presented many difficulties. and they did not 
pursue it any further. After aurveying auch statis
tical data .. were available and after an enquiry 
into the circumstances of the difleftIlt provinces. 
they recommended the following bed ratiOil of 
atandard contributions: Madraa. 17 per cent.; 
Bombay. 13; Bengal. 19; United Provinces. 18; 
Punjab. 9; Burma. 61; Behar and Orissa. 10; 
Central Provinces. 5; Assam. 21. 
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These were the ratios which the provinces were 

to be called upon to contribute after an interval of 
seven years. The Committee recommended that 
the· process of transition from the initial to the 
standard ratio should be continuous. beginning in 
the second year of contribution. and proceeding in 
six equal annual steps. 

The question of financing the Provincial Loan 
Account did not present much difficulty. It was 
commonly agreed that. as a natural corollary of 
the Reforms. the provinces should finance their 
own loan transactions. The Governments of 
Bengal. the Punjab. the Central Provinces and 

.. Assam signified their willingness to take over the 
whole of their respective loan accounts on the first 
of April. 1921. and the Committee recommended 
that it should be arranged for them to do 90. The 
other Governments. with 'the exception of Madras. 
expressed their desir!! to take over a portion of 
their loan accounts on the 1 st April. 1921. and the 
remainder in instalments·. Madras alone was un
willing to take over any part of its loan account. 
The Committee did not see any reason to make an 
exception in the case of Madras. and advised that 
the loan accounts of Bombay. the United Pro
vinces. Burma. Behar and Orissa and Madras 
should be .. funded." at a rate of interest calcu

·lated at the weighted average of the three ratea of 
3 •• 4. and 5 per cent. paid at that time on 
varying portions of the accounts. They further 
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recommended that periods of repayment should 
be fixed by future negotiations with the provinces 
within a maximum of twelve years. 

The Report of the Committee on Financial 
Relations was forwarded to the Government of 
India. In regard to the proposal that g~eral 
stamps should be converted into a provincial head 
of revenue the Government of India thought 
that it was a radical alteration in the allocation 
of revenues originally contemplated in the Re
forms scheme. But it expressed its· readiness 
to accept the proposal. although the surrender 
of this head of revenue. which had recently 
shown great capacity for expansion. involved 
a considerable sacrifice on the part of the Central 
Government. It admitted that the recommenda
tion had in its favour the fact that it would 
get rid of the only divided head left in the 
budget under the original scheme. and from 
an administrative point of view it had its ad
vantages. since general stamps could not be 
administered by the Central Government. while it 
could be. as it was then, administered by the same 
agency as judicial stamps. The Government of 
India observed further that the apprehensions 
expressed by the Madras Government regarding 
the inconveniences likely to result from cliJferent 
rates of stamp duties in cliJferent provinces did not 
appear to be shared by any other province. It 
agreed, however, with the Committee that there 

25 
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were certain commercial transactions for which it 
was essential that the stamp duty should be uniform 
throughout India. and that it was necessary to 

take power to secure such uniformity. wherever 
desirable by central legislation. There was one 
further restriction which the Government of India 
desired to exercise on the powers of Provincial 
Governments in regard to general stamps. It 
proposed to retain the then existing system undel' 
which the whole of the receipts from unified stamps 
(used fIX postal as well as revenue purposes) 
were in the first instance credited to postal revenues 
and then Jixed assignments were made to the non
'postal general stamps revenues. I The retention of 
this system would mean that the provinces would 
not be empowered to make any changes in the 
stamp duties which were at that time collected by 
means of unified stamps: Although the stel'eo
typing of the ass~ts implie.d that the income 
of a province derived from this -particular kind of 

1 ... the d-op • ..." of the Sea-." of Slate. dated the6th Mq. '90S. 
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'tamp' would never increase, the Government of 
India considered it essential .not to disturb the 
'Yltem. 

With regard to the proposal put forward by 
Bombay that each Provincial Government should 
receive half of the income-tax receipta collected 
within the province, the Government of India 
endoraed the argumenta advanced in the Montagu
Chelmsford Report and the Report of the 
Financial Relations Committee against it. It also 
.tated it u ita emphatic opinion that income-tax 
mUlt remain unequivocally an all-India Source of 
revenue. It pointed out that it would have con
aiderable difficulty in balancing the central budget 
with the contribution. under the arrangements 
propoeed by the Financial Relationa Committee; 
and that it would be impoeeible for it to contem
plate the lurrender of any portion of thie rapidly 
IfOwinI head of revenue. It was. the Government 
of India thought. the only revenue head in the 
budget from which a definitely increased yield 
could be immediately obtained by an enhancement 
of ratel. It further obeer fed that. apart from 
the effect the transfer of a share of income-tu to 
the province. would have upon the 6nanc:es of 
the Central Government, the transfer of half the 
revenue derived &om thie eource and of any future 
mellel under thie expanding head would mean 
that the provincial contributiooa would continue 
for an indefinite period. Aa for the edministratioa 
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of the tax. its assessment and collection. the 
Government of India agreed with the authors of 
the Joint Report that II if it should be found that 
the receipts fall off. it may be necessary to create 
an all-India agency for the collection of the tax. 
but this we should clearly prefer to retaining it as 
a divided head," 

The Government of India did not consider it 
necessary to discuss the suggestion of the Bombay 
Government that land revenue should again be
come a divided head or the suggestion of the 
Madras Government that court-fee stamps should 
again become an all-India source of revenue. since 
both these taxes were to be administered by a 
purely provincial agency under the Reforms 
scheme, 
. On the question of the probable relative posi
tions of the Central Government and the Provin
cial Governments. the.· Government of India ex
pressed the opinion that the advantage to the pro

vinces would. at the commencement of the Re
forms era. be far greater than what was shown in 
the Report of the Financial Relations Committee, 
Its calculations tended to show that. if the 
figures for the budget of 1920-21 were taken. the 
income of the Provincial Governments would be 
85:88 crores as against 76'61 crores estimated by 
the Committee. while the net gain to the provinces 
would rise from 8'67 crores to 10'48 crores, The 
Government of India thought that. even aha' 
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allowing for Ructuations. tliere would be a consi. 
derable addition to the estimated increase in the 
spending power of the provinces. and that the 
budget figures for 1921.22 were likely to show a 
corresponding improvement in favour of th~ pro
vinces. 

The Government of India refrained from 
making any comments on the criticisms put for· 
ward by different Provincial Governments regard. 
ing the methods adopted by the F mancial Rela. 
tions Committee in arriving at the distribution of 
the total contribution between the various provin· 
ces or on the complaint that some provinces had 
been unfairly dealt with as compared with others. 
It recognised. however. the difficulties likely 
to arise from a continuance of recriminations 
between the provinces regarding the comparative 
amounts that they should pay to the Central 
Government. and from this point of view alone 
it thought it desirable that the provincial con· 
tributions should be abolished as soon as possible. 
But while the Government of India was prepared 
to make a formal announcement that it would 
work its financial policy towards. reducing. and 
ultimately abolishing. the provincial contributions. 
it declined to accept the proposals put Ecxward 

, by certain Provincial Governments that the period 
within which the contributions would cease 
should be de6nitely announced. Nor was it 
prepared to commit itself to de6nite periodical 
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reductions in the amount of the all-India deficit. 
The Government of India added: "Any reduction 
in the contribution will depend. firstly. on the 
extent to which we can expand our revenues and. 
secondly. on the purposes to which such expanded 
revenues should be applied. Amongst the com
peting daims to our revenues may be mentioned 
those of the public. who hold our floating and 
short-term debt. the Provincial Governments. and 
the paper currency reserve. It is obviously impos
sible. with 80 many uncertain factors. to make even 
an approximate estimate much less to give a defi
,nite guarantee of the pace at which or the period 
Within which the contributions will be reduced or 
extinguished ••• 

In 'respect of the recommendations of the 
Financial Relations Committee regarding the 
Provincial Loan. Account. the Government of 
India accepted them. ill their entirety. 

Meanwhile. the Government of India Act. 
1919 had been passed. The Draft Rules framed 
under this Aci were placed before a Joint Select 
Committee of Parliament. The Report of the 
Financial Relations Committee was also laid be
fore this body. This Committee saw no reason 
to diller from the fundamental features of the 
proposals of the Meston Report. and they 
expressed themselves as de6nitdy opposed to 
provincialising the taxation of income. But. in 
accordance with the suggestions made by the 
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Council of India, they expressed· the opinion (i) 
that there should be granted to all provinces lOme 
share in the growth of revenue from tuation on 
incomes so far as that growth wae attributable to 

an increaee in the amount of income assesaed,' 
and (ii) that in no cue ahould the provincial 
contribution payable by any province be increased, 
but that the gradual reduction of the aggregate 
contribution should be the sole means of attaining 
the theoretical standards recommended by the 
Financial Relatione Committee.1 The Joint Select 
Committee stated that the acceptance of this latter 
propoeal emphasieed the intention that the contri
butions from the provinces to the Central Govern
ment should ceaee at the earliest possible moment. 
They attached great importance to the fulfilment 
of this intention, and expreseed their conviction 
that the opposition which the Financial Relations 
Committee had evoked would be much diminished 
if it became possible for the Government of India 
to take stepa to ensure the abolition of the contri
butions within a reasonably short period. The 
Committee desired also to add their recognition 
of the peculiar 6nancial difficulties of the Presi~ 
dency of Bengal, which they commomded to the 
.pecial consideration of the GoverDDlent of India. 

• The __ III whIcIl thio ..... _ to"" , .... ito 
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The Joint Select Committee made various other 
alterations in the Draft Rules. Some of these 
deserve notice. In regard to Rules 27 and 28 and 
Schedule III. they considered it essential to draw a 
clear distinction between the powers of a Provincial 
Government to sanction and incur expenditure on 
transferred subjects and its powers in relation to ex
penditure on reserved subjects. They also thought 
it unnecessary and undesirable to prescribe by 
statutory rules the extent to which the Secretary of 
State in Council would be prepared to delegate his 
powers of control over expenditure on transferred 
subjects. In this connexion they observed that the 
dear intention of the Act of 1919 was that expen
diture on transferred subjects should be within the 
exclusive control of the provincial legislatures and 
subject to no higher sanction than was reserved to 
the Governor by the Act. But the Committee 
thought some reservations were needed. It was 
essential. in their vl~. that . the Secretary of State 
in Council should'retain control· over expenditure 
on transferred subjects. which was likely to affect 
the prospects or rights of the all-India services. 
and also over the purchase of stores in the United 
Kingdom. "But." they added. "subject to these 
limitations. ministers should be as free as possible 
frpm external control. and the control to be 
exercised over expenditure on transferred subjects. 
should be exercised by the provincial legislature. 
and by that body alone." 



CHAPTER VII 

CRITICISM OF THE PROPOSALS 

The financial proposals of the Joint Report 
and the Report of the Financial Relations 
Committee met with a hostile reception in nearly 
every part of the country. The Government of 
Madras repeated the proposition already urged 
before the Committee that the aim of imperial 
finance should be to balance receipts and 
expenditure without any contributions from the 
provinces. If. however. it was found impossible 
to avoid a deficit at the outset except with 
the help of contributions. it was suggested 
that provision should be made for their extinction 
within a definite and short term of years. The 
Madras Government' deprecated the proposal 
to make over to the provinces the revenue 
from non-judicial stamps on general grounds 1 

• .. It II DOt 1ibI:r," L II ... the Go,.. ' of M.dr... 
•• tJ.ot.he ........ _aaQ _ tb. pabIic ~ -W 
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as well as on the ground that an enhancement of 
. the imperial deficit would prolong the period during 
which the system of provincial contributions would 
continue. It protested against the percentages 
suggested for the original contributions and against 
the basis on which these had been calculated. The 
Government of Madras urged that the gradations 
from the· initial to the standard contributions 
should be more rapid. so that the standard might 
be reached in three or four years instead of 
seven. It further suggested that the final standard 
contribution should be regarded as a payment due 
by the province to the Central Government. any 
amount which the province was called upon to 
pay in excess of that standard contribution being 
treated as a loan to be repaid with interest. 

The Government of Madras controverted 
the view expressed by·the Financial Relations 
Committee that. in the provinces that gained most. 
it would hardly be po'ssible to spend in the first 
year the whole of the suddenly ih~eased resources 
and that. if this ~e 'POssible. it would be 
financially undesirable. It also demurred to the 
proposals of the Committee relating to the Provincial 
Loan Account. At a meeting of the Legislative 
Council of Madras resolutions were passed protest-. 

• tnDef .. the _ae ham judicial ...... po ... lmperial ......... tnDef .. 
thot ham lleaend ...... po ... pJOVincial." ViM L.._ from tit. 
G_ a/ M.J, .. ... the G_ a/ Inti;". J.leJtlt.lII 1-. 
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ing against the recommendation of the Financial 
Relations Committee regarding the levy on Madras.1 

Various public bodies in Madras also submitted 
representations urging a reconsideration of the 
recommendations of the Financial Relations 
Committee and claiming relief for the Presidency. 
Besides. public meetings were held to protest 
against these recommendations. 

The Governor in Council of Bombay regarded 
the Meston proposals as .. totally unacceptable." 
In his opinion. it was manifestly uniust that all 
taxation of the wealth of the well-ta-do class in 
the shape of customa should go to the imperial 
revenues and that. in addition. all direct taxation 
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of this class shoull! be •• sequestrated for imperial 
demands." He complained that the indirect 
contribution made by the province to the central 
exchequer had not been given adequate considera
tion. The Governor in Council was reluctant to 
accept the Committee' s estimate of the net increase 
in spending power conceded to the Presidency 
under the proposed classification. Nor was he 
willing to accept the assumption as correct thai 
there was a great capacity for future growth in 
the revenues made. over to· the province. He 
pointed out that the high expenditure of the 
Presidency was not entirely a matter of volition. 
but that it was necessitated in part at least by the 
geographical position of Bombay. with its two 
important ports. which imposed imperial liabilities 
upon its Government in addition to those which 
every Provincial Government had to discharge. 
He pointed out the patent absurdity of leaving the 
Government. with all the disabilities of a highly 
industrialised province. to finance their liabilities 
out of taxation of mostly small cultivators and of 
the labouring classes. The only possible solution. 
therefore. which could command general accept
ance was to allow Bombay, as well as the other 
provinces. a half share in the income-tax, including 
the super-tax. .. Theoretically," wrote the Chief 
~etary to the Government of Bombay ... the 
canon of clean cut is desirable, but if theories are 
to dictate a solution of this problem. J am to 
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Buggest that the simplest theory. which may 
appeal to the imagination of the statesman. 
would be to draw a sharp dividing line between 
direct and indirect taxation and a88ign wholly to 
Provincial the revenues directly derived in each 
area. Such a division would be wholly intelligible. 
and could be understood by all." 1 , 

In regard to the two considerations which had 
l:ieen held to weigh decisively against the grant to 
provinCial revenues of a share in the income-tax. 
namely. (i) the nece88ity of maintaining a uniform 
rate of taxation and (ii) the fact that in the 
case of ramifying enterprises and of companies 
whose shareholderB were scattered over several 
provinces the taz was not neceBBarily paid where 
the income was earned. the Government of Bombay 
insisted Btrongly that the fuet was not a vital 
objection. It had been accepted as negligible in 
the case of general stamps which had now been 
proposed to provincialiae. and it had been further 
recognised that. where n~. uniformity might 
be secured by imperiallegisIation. Preciaely the 
eme arguments. the Bombay Government urged. 
applied in the case of the income-tax. No 
provinces receivin; a share in the income-tax would 
object to the rate of taxation being bed by the 
Central I...egisIature and being determined by the 
requirements of·the Government of India. It would 

, t.a..,... 1M c_ ... , eI .... 10 1M c_ , eI 
W .. ....., 1M J..I '- woo 
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only be necessary' for the provinces to adjust their 
other taxation according to their own requirements. 
after taking into account their anticipated share 
of the income-tax. 

The second consideEation related to a com
paratively small proportion of the whole tax. 
and the objection was one which had been 
met in practice by every civilised government 
in the world. It could certainly be said of the 
bulk of the receipts that the income Wa.l earned 
in the province where the tax was paid. Besides. 
if provincial revenues benefited only to the extent 
of half the income-tax. half being left to imperial 
needs. the objection became purely negligible • 
.. I am to deprecate." added the Chief Secretary • 
•• most earnestly any slavish adherence to the 
attractive principle of a clean cut at the cost of 
arousing the keenest resentment from the public of 
Bombay at this critical, time; The palliative offered 
by the Committee will inevitably be regarded 
as not worth a moment's consideration. and the 
inferences drawn by the 'Committee from figures 
which the public have not been allowed to examine 
will carry no weight at all. The only concession 
which can possibly meet the popular demand 
or indeed be effectively defended in the new 
plOvinciai cOuncils will be the assignment of a halE 
share of the income-tax." J 

~ L.tt./rom floe Go-..rn",,' 0/ s..;..".,. 10 the G..-nrn ... 1 0/ 
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The Bombay Chamber of Commerce protested 
against II the arbitrary allocation of revenues" 
8uggested by the Meston Committee. and earnestly 
pressed for the treatment of income-tax ae a 
provincial head of revenue. The Chamber wae not 
impreseed by the arguments advanced in the Joint 
Report and repeated by the Meston Committee 
that the tax could not be kept uniform if the 
r~venue wae provincialised and that the case of 
ramifying industries presented great difficulties. 
It pointed out that the first point had been met 
already by the latest propoaels relating to general 
Itamps. while the principle involved in the latter 
point wae accepted in practice in every country in 
the world. Lastly. the Chamber emphasieed the 
dangers of baaing provincial 6nance mainly on 
collections from small cultivators and labouring 
claeees. while the commercial 8ection of the com
munity contributed 80Iely to the imperial puree. 
It. therefore. urged th~ necessity of a logical 
allocation of revenues on the basis of a distinction 
between direct and indirect taxes. and suggested 
that contributions towards meeting the imperial 
delicit should be fixed in simple proportion to 
provincial revenues rather than in proportions 
based on undisclosed calculations.' 

The Indian Merchants' Chamber aent a 
telegram protesting emphatically against the 
recommenda,!ions of the Committee on the ground 

• T __ .. 1M Sa .... 01 S-...., 1M .... ,_ I9a. 
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that they were .. arbitrary and unsound," and were 
calculated to leave the Bombay Presidency without 
adequate heads of growing revenue. It suggested 
that the simplest and most logical course would be 
a clean cut between the Imperial and Provincial 
Governments by making all direct taxation 
provincial and all indirect taxation imperial. The 
Bombay Presidency· Association expressed the vi~ 
that the Meston proposals threatened to cripple the 
financial strength of the Presidency in-the very 
beginning of the era of provincial autonomy. It 
regretted that the Committee did not adopt the only 
fair and reasonable proposal for apportionment 
. of revenue between the Imperial and Provincial 
Governments, and urged that all direct heads 
of revenue should be assigned to the provinces. 
A memorial from the citizens of Bombay was 
submitted to the Secre~ of State. .. If provin
cial autonomy," saicJ the memorialists, .. is the 
object of the Reforms, provincial 6nance must be 
regulated on Bound principles. The broad prin
ciple which must be followed, if the edi6ce is to 

endure, is that provincial 6nance should have a 
call on the resources of every class of the commu
nity. It would be the negation of sound 6nance 
to remove from the 6eld of provincial taxation the 
resources of a large and important class." With 
regard to the statement in the Meston Com
mittee's Report that the expendi~ in Bombay 
had been on an unduly extravagant scale as 
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compared with the economy of the United Provin
ces and Madras. the memorialists pointed out that. 
if Bombay had been spending more. it had been 
paying at least proportionately more in taxation. 
and further. that it was a common experience that 
commercial. and particularly. industrial advance 
was alway. accompanied by an advance in the per 
capita cost of administration." 1 In conclusion. 
they submitted that justice and financial equity. as 
well as the necessity of ensuring a fair field. re
quired that the income-taK. as the main expand
inll source of revenue. should be wholly allotted to 
provincial finance. 

The Government of Bengal pointed out that 
the increased spending power accruing to the pr0-

vince from the Committee' s recommendations was 
likely to amount to very little. as all special grants I 
hom imperial to provincial revenues would cease. 
It emphasised the disproportionately small extent 
of the anticipated surplus in BengaI in com
parison with those of the provinces of Madras 
(Ra. 2'28 crores). the United Provinces (Ra. "57 
crores) and the Punjab (Ra. "14 crores). and 
it refused to accept the view that the require
ments of 8engal _. in any 8e11Se. leas than 

'11oio. N1_ ................. --. ...... _ .. 
Bomhar. w.l __ tho PI i ' , .. Sir .....,.. a-da--' ... 
.... It!. JulF. 1920. 
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those of the other provinces. If it was true of 
Madras and the United Provinces that economy 
had been strictly practised and considerable arrears 
of administrative progress were now due. the 
same was equally true of Bengal. in which it was 
admitted that the scale of expenditure at the 
,time was low. By concentrating upon the revenue 
side of the account. observed the Government of 
Bengal. the authors of the Report had convenient
ly avoided the comparative assessment of provin
cial needs in the matter of outlay for devdop
ment. It pointed out that. at an earlier stage 
before the Government of India and later before 
the Committee. the Provincial Government had 
strongly contested the adequacy of. the estimate of 
normal expenc;liture as framed by the Government 
of India. 

The Governor in CoUIicillaid stress upon the 
fact that the net additional revenue which the 
province would gain: under the scheme of the 
Committee would rapidly disappear in the fulfil
ment of requirements, maDY of which were over
due, or at least could be clearly foreseen. A. 
instances he mentioned the enhancement of the 
pay of the subordinate and ministerial services 
and the financing of the proposals of the Calcutta 
U~versity Commission. The Government of 
Bengal said further that the obligation of leav
ing each province with a reasonable working 
surplu_hich had been recognised by the 
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Committee-wu likely to be fulfilled in the case 
of Bengal "only ostensibly." It added that the 
Committee'. claim that the surplus had been' 
calculated in proper relation to the more immi. 
nent demands upon ita resources could not be 
sustained.l 

The Government of Bengal challenged the 
impreaaion. which at first sight might be derived 
from the figures in para. 17 of the Report. that 
the contribution of Bengal towards the imperial 
deficit. in comparison with the other major provin· 
ces. was disproportionately low. "If account be 
had." it observed. "to the sums drawn from 
the Presidency to the central exchequer under 
other heads noticeably those of customs and 
income-lo. the contrary ia indeed the case." t 

Emphatic protest was entered by the Govern
ment of Bengal against the suggestion of the 
Financial Relations Committee regarding the 
progreaaive enhan~ent of the contribution. for 
which it saw no justi.6cation whatsoever. The 
data put forward by the Committee were entire
ly of an indefinite character. It could only be 
imagined that. in proposing to raise the percen. 
tage of the Bengal contribution towards the total 
imperial deficit from the position of fourth 
lowest (BDlOIlI nine provinces) in the 6rst year • 
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to the highest in the seventh, the Committee fore
saw, in Bengal potentialities of a continuous 
and rapid development of revenue far in excess 
of the probable demands made upon it. It was 
pointed out that, in paragraph 27 of their Report 
the Meston Committee specifically claimed to 
have inquired into the relative taxable capaci
ties of the provinces in the light of their agri
cultural and industrial wealth and of all other 
relevant incidents of their economic position. 
not only as they were at the moment but hom the 
point of view also of the capacity of each province 
for expansion and development. agriculturally 
'and industrially. .. By this all-embracing test." 
urged the Governor in Council ... Bengal. at least. 
can only fairly be judged, if its revenues are 
viewed as a whole. In other provinces. the 
profits of agricultural d~elopment will be largely 
reflected in enhanced land revenue; in a perma
nently settled province. the 'l'esults of increased 
prosperity. either agricultural' or industrial. will 
almost wholly be seen under customs and in
come-tax. with neither of which will the province 
in future be concerned." I As a matter of fact. 
in the opinion of the Government of Bengal. 
the ~ibilities of growth in the province would be 
reduced to a far narrower sphere than was 
calculated by the Meston Committee. It referred 

• l.dI.r ,__ "'" G-...t at Beq"J 10 the G .......... t '" 
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to the burden of expenditure involved in the 
administration of a city like Calcutta. compar
able to no other centre in India. except 
Bombay. It pointed out that the Committee 
had conceded that in Bengal the revenue was "in
elastic. .. The circumstances of land revenue in 
Bengal were well known. and its average annual 
growth was at the utmost Rs. 1 lakh only. and it 
could not be more so long as the permanent settle
ment remained in force. Nor would the first fruit 
of the Reforms be a desirable thing if excise . 
revenue were screwed up. The potentialities of 
forests in Bengal were limited. while the un
explored mineral resources were stilI to 6nd. 
For the future. the Bengal Government observ~. 
reliance would have to be placed alm08t entirely 
on stamps. Here the pr08pects were good. but 
they were not limitless. neither were they marked
ly superior to th08e of the other provinces. ~. If 
the main facts. .. it' added. II are as stated. 
where. then. is this progressively rising M mment 
on the province to come from) It can only come 
hom fresh taxation. But the Committee recog
nise that it would be • unthinkable' 80 at least to 

liz the initial contributions as to force a province to 
embark on new taxation .d hoc." 

If the anticipation of the rapid normal growth 
of existing heads of provincial revenues (still to 
be left as provincial) could be shown to be falla
CIOUS. the Government of Bengal o~s ~. then 
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it could only be that the Committee felt that. fail· 
ing the enhancement they suggested. Bengal 
would not contribute to the imperial exchequel 
in an adequate degree. This impression thl 
Provincial Government had at the time of th~ 
enquiry made an apparently unsuccessful effort to 
dispel. The misapprehension was favoured by 
what. in the opinion of the Governor in Council. 
was the unfortunate omission in the Report to en
deavour to ascertain with greater precision the con
tributions taken cu a whole of each of the provinces. 
Under certain heads. e.g .• railways and post and 
telegraphs. this. no doubt. would be difficult. if 
"not impossible. but there were other sources. such 
as income-tax (including super-tax). customs. and 
salt which bulked exceedingly largely in the 
figures and which had .a vital bearing on the 
whole problem. Incidental mention of the fact 
was to be found in the Report (it being stated that 
consideration had been paid to this point). but the 
Governor in Council would have welcomed more 
precise information as t~ the 6gures to which 
weight had been attached. 

Under the heads of inco~e-tax. super-tax and 
customs. the revenue collected in Bengal and 

• appropriated by the Government of India was 
far in excess of that derived from any other pro
vince. except Bombay. The Governor in Council 
considered it essential that this fact should be 
borne in mind. In fact. the taxable capacity of 
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this Presidency was concentrated largely in these 
sources; owing to historical causes, the local land 
revenue was not comparable with that collected in 
the temporarily-settled provinces. By the absorp
tion of the profitable sources in toto, and the 
aeeeaement of the so-called contribution on the 
remaining head. of revenue only, the sum paid 
was made to appear far smaller than it really was, 
leading constantly to deductions which were unfair 
to the province. This claim had been referred to 
in the Report of the Committee with the comment 
that it deserved recognition, though .. often over
stated and exaggerated." In regard to this matter 
the Government of Bengal observed: •• Without 
enterini upon such· theories of tuation. the 
practicol fact remains that, were these revenues 
not taken by the Central Government, they 
would be available for the Presidency, which. 
in that aenee. is a loser. Neither is it altogether 
convincini to claim that Bengal has no title 
to benefit by the accid~t of ieographical position. 
For one thiDi. the circumatan~ which have 
made Calcutta a leading financial centre are not 
merdY ieographical. and again they entail • 
correspondini disadvantage in the increased coat 

of administration in a hUile city. But if the ezis. 
tence of Calcutta as • port is to be written of( as a 
fortuitous circumstance. to benefit from which the 
Presidency has no claim. the same treatment 
should be ac:corclecl to the fortuitous natural 
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-f' h . .UNCE advantages 0 ot er provlnces. » 
wondetful rivers of the Punjab a/f$ttee felt that. fail
facilities for irrigation ~ith . corresi\Jggested. Bengal 
of land revenue (on whlch. in fact. ,\!Perial exchequ 
cial prosperity of the province is lro\ impression t:: 
Burma and the Central Provinces cGthe time of th e 
forests. and so on. The objection. ~cessfuI effort e 

'1 b' ed'''' B to ea$l y e overstat. ut aP1lS favoured b 
though an exact calculation was imP'!-nor in Councii. 
rightly be concluded. from an a'e Report to en
income-tax and customs receipts,. fecision the con
portion of such revenue was obtainerf the provi 

h .. I I' . nces. Nor could t e provmcla calm to tland post d 
of the export duty on jute bequestiOl'. be difficuI~f 

In conclusion. the Governor in G'sources. such 
Iy expressed the view that. looking t customs. and 
of payment from Bengal under otheIleIy in the 
Imperial Government. it was entire'ring on the 
assess the province at the highest level of the fact 
of the standard contributions recomme~ stated that 
Committee; and lodged a protest 'it). but the 
adoption of a course of action which wlllned more 
" most gravely to prejudice the financia to which 
..l.- • I, 2 me provmce. 

Mr. ( afterwards Sir) Surendranath-tax and 
submitted a Note in which he observedgal and 

ldia was 
:' 

~er pro-
I Letter from. the Government of Bengal to' the ( C . 

India. daled the 2nd June. 1920. • oUnCl! 
• Ibid. 10uId be 

pacityof 

• 
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th', PreSide 'b' fBI h I ' ~ntrI utlon 0 enga to t e centra ex-
SO'll'ces; o~"~s the largest of any of the provinces 
revenue was '~ inevitable result of the adoption of the 
thtl temporarIlement would be the initiation of fresh 
tiOl~ of the "his, in his opinion, was sure to 
ass~ment ofd' hands of the opponents of the Re
re~ining hea fherefore, urged that the export duty 
Waf\ made to a~d ' B I' d h th 

d
' e over to enga an t, at e 

lea Ing consta be" I' d Th' , ('- , e-tax provmcm lSe , IS view 
~o ~ r PRrovmce 1 by all the public bodies of the 
m tDe eport C, I d' As " f C I 
h I

, d he n Ian soclatlon 0 a cutta 
t at t eserve<, , 

~
' d )sted agamst the proposed financial 

state an exa' " h h 
h

' I, pomtmg out t at t e revenues 
t e C.overnme , IIi' h d' 

~ 'e msu clent to meet even t e or 1-
enteng upc h "f h ' 

I, I f lure, t us necessltatmg res taxation 
practiic~ ac~ commencement of the Reforms, It 
not t~\ ebn )ltcialisation of the income-tax and the 
would e a' f' d Be , riO the lute export uty to ngal. 
m tha~senSJ Ch her f ChI d' " am 0 ommerce,-t e ea mg 
convm mg

b 
ommercial association in India,-the 

to ben t ' A " b d ' , th,hn ssocmtlon,-a 0 y representmg 
For °aeClfiolders of Bengal,-and the National 
made • , " h' h h d I - '\eague,-an mstltutlon w IC a recent y 
merely ge:nded by the seceders from the Incli.an 
correspond).. I d' 'I uongress,-a so rna e simi ar representa-
of administ 

tenceof C, C "fhB lLe' , ',mance ommlttee 0 t e enga gls-
fortwtous, 'I b' d N h R f mCI su mltte a ote on t e eport 0 
Presidency \ C ' , h' h 'h 'ed " ommlttee m w IC t ey pomt out 
should be If a total revenue (excluding the opium 

• 
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and mint receipts) of Rs. 28t crores raised in 
Bengal. the province was given only Rs. 7 crore. 
and 29 lakhs. while Madras obtained 8 crores 
out of 20 crores. and the United Provinces 8·13 
crores out of 13! crores. They emphasised the 
fact that enormOliS sums had been spent by the 
Government of India on irrigation works in the 
Punjab. the United Provinces. Madras and 
Bombay. but little expenditure had been incurred 
in Bengal for the purpose. To make land 
revenue and irrigation provincial heads of income 
and to keep income-tax and customs duties (in

"eluding export duties) imperial was. they thought. 
to give a great advantage to certain provinces at 
the expense of others. 'The Finance Committee 
also hinted that the inequity of the financial 
arrangements was due to the fact that they had 
been moulded and ,influenced by representatives 
of Madras and the United Provinces. Finally. 
they urged that (i) in addition to general stamps. 
the receipts from income-tax. including the super
tax and the excess profits duty be made provincial 
in all provinces; (ii) that the export duty on jute 
be- given to Bengal. because. properly speaking. 
it was not income from customs; (iii) that proper 
steps be taken for ascertaining the amount of 
indirect contribution paid by each province from 
other sources of revenue. 80 that the 6rst Statutory 
Commission 'might be in a position to judge this 
matter properly and apportion correctly the .hare 

• 
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of deficit to be paid by each province; and (ilJ) 
that for the present an equitable share of contribu
tion for each province be fixed.1 

The Bengal Legislative Council adopted a 
number of Resolutions condemning the fin~ncial 
arrangements recommended by the Meston Com
mittee on the grounds that they were inequitable 
to Bengal. having been baaed on .. an exaggerated 
and indefinite idea about the further taxable capa
city of Bengal." and being "likely to jeopardise 
the successful working of the Reforms in the 
Presidency ... • "" 

The Government of the United Provinces took 
exception to the remark of the Meston Committee 
that in Madras and the United Provinces the 
windfall was so vast that it could not be employed 
profitably for several years. It pointed out 
that. while the increase of revenue was large. 
there were also large items of expenditure which 
had to be met. It also objected to the initial 
contribution of the province being £Xed at so high 
a 6aure. While agreeing that the total contribu
tion of a province to the central ~equer should 

, ViftA .. _ ..... L_,...",. c.- .... ...,0Ia...r .. 
eM G_._t 01 I""",, .t.cI eM 21"1_ 1920. n. Nooe_ 
....... l>7S1r~~. Mr.~~. 
SIr '"-0- .... Nkw. ..... Mr. R..n.. a..- Pal. . n.-.-____ l>7 Mr. Sw d- .J. R..,. ..... 
c:uried ... tmo.I;, Iv t1M .. DD fj ... __ ben.. ....... L " 

.hotaIaIDa "-.......... Vide Po t • ..,. 01 eM a...r Is .......... 
c~ ....... tM' .. I •• ". . 
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be calculated with reference to its indirect as well 
as its direct contribution. the Government of 
the· United Provinces was unable to hold with 
the Committee that the· capacity to contribute 
was its "taxable capacity. .. In its opinion. 
the first charge on the wealth of a province was 
the expenditure required to meet the needs of 
its population. Therefore. it· thought that. in 
estimating the province's capacity to contribute on 
the basis of its taxable capacity. weight must be 
given not only to its nature. its liability to Hue-
tuation (as a result. for instance, of famine), its 
l'ossible expansion, and the elasticity of the 
resultant revenues. but also to the expenditure 
which must be provided· out of those revenues 
to "meet the growing needs of a growing popula
tion."l 

The Lieutenant-Governor of the Punjab aC' 
cepted the initial, intermediate, and standard 
contributions fixed for the province. But he 
brought to the notice of the Government of India 
the view of the non-official member. of the 
Finance Committee of the legislative Council 
that the excess contributions, which would have to 

be paid until the standard percentage was reached, 
should be treated as a loan to be repaid ultimately 
by the provinces whose initial contributions were 
below the standard. 

, Letter 1,_ flu, G_ ...... , 01 do. Unil" P""';/t_ 10 do. 
G __ onf of InJi •• J.teJ flu, 31., MOIl, 1!110. 
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The Lieutenant-Governor in Council of Behar 
and Oriaaa acquiesced in the recommendations 
of the Financial Relations Committee regarding 
income-taz and general stamps. He also re
garded it as satisfactory that the recognition of 
the poverty of the Behar and Oriaaa Govern
ment had led the Committee to desist from 
demanding any initial contribution from it. 
But he recorded his emphatic protest against the 
proposed ultimate contribution. He added: 
.. They propose that Behar and Oriaaa. whose 
poverty is recognised and whose resources are 
declared to be abnormally inelastic. should be 
required after seven years to bear 10 per cent. of 
the deficit then remaining. a proportion which 
is in ezceaa of that to be required from the 
Punjab. which is to receive an immediate addition
al income of 289 lakha. whose balances are full. 
and whose revenues move upwards with marked 
ease. " The Lieutenant-Govemor in Council 
regarded this proposal as .. most inequitable." 
rmally.' he drew attention to the necessity of 
providing the province with funds to meet the 
most urgent defects in its equipment.' 

The Lieutenant-Govemor of Burma gladly 
recognised that. so far as that province was con
cerned. the proposala had heeD framed OIl liberal 

• '-In- .... c..u .u" 01 Bolw .... a.- ...... c...... _ 01""'''''''' Iloo all w.. .... 
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, and generous lines. and that the Financial Rela
tions Committee had had due regard to the un
developed condition of the province. the 8trictness 
of the terms of previou8 provincial settlements. 
and the large extent to which the province con
tributed to imperial revenues under 8uch heads 
as customs and income-tax. He. however. hoped 
that the cost of the Frontier Battalions would be 
borne by the Government of India. Finally. he 
expressed the apprehension that the terms pro
posed to be made with Burma might be criticised 
by 80me of the Provincial Governments "as giving 
,Burma favoured treatment at their expense." 
Such criticism. in his opinion. would be a 8hort-
8ighted policy" 

'. Sir Regmald Craddock __ further: •• Wbile bopm. tbat 
tb ... prcmn_ will not raj ... thio objection. and that if thq do raiee It. 
It wiD DOl commend itsell to the C.,.emmeDl of Indio. I .... to point 
oot that there io one ool8laDdiDII feature In reopect of tho p~ 
.. tb.,. dect Bouma. .. bido Ia woIike\7 to _oct tho _ of other 
Loc:aI c.....n ...... to In their esomiaation of tho p~ of Lord 
M_·. Commitlcc .. they dect tbeauelv .. and ather provln<a. 

nu. feature ia the iDdaaion of the prE! rrde of the tJu.tIurmeda aDd 
capitation _ .. hich .... pec:uIiu In thla p_ In tho hood 
...... d leYenue.·· and th ... efore In tho ...... baIanee left with tho 
c...emm...t 01 Bunna under the ~ of tho Committee. II 
Ju.a hcen re~y pointed _ by thia c...emment tMI tbooe _ 

lUDOuutln .. to ........ Ro. 90 Iakba. are _lIoIIy local In cbancter. and 
tJu.ah under tho Committee·. p~ tho .no..tiona of thia __ 
betweea provincial and local lunda baa _ became • _ of 
provincial diroc:tion. yet the Inda_ of tbooe -'IaIJ,. local _ 
aader the boad of .... d _De baa • diotIncI heum. _ tha 
tdetietJc.t appearance of tbe c-nmitteee. prap r I.. aad JDq lift 
other local Cowemmeato the .-aken inapJ-.a that Banaa Ju.a "':-
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The Chief Commissioner of Assam expressed. 

his regret that a system of contributions from 
the Provincial Governments to the Central 
Government had been recommended. even for 
a limited period. He was of opinion that •. by a 
revision of customs duties . or otherwise. the 
Provincial Governments and the Central Govern
ment should each have been made self-supporting 
from the outset of the new regime. If. however. 
there was to be a system of contributions. the 
proposals put forward by the Committee were. 
in hi, opinion. open to fewer objections than any 
others which had 80 far been suggested. The 
Chief Commissioner was. however. far from 
being satisfied with the treatment accorded to 
Assam. He expressed the apprehension that a 
deficit would ensue at the outset. and observed 
that unless lOme way could be found whereby 
this delicit would be removed. the reformed ad
ministration of Assam would be "doomed to 
impotence and failure." I 

The Chief Commissioner of the Central Pr0-
vinces accepted the recommendations of the 
Fmancial Relations Committee. but urged that 
the Central Government should be under an 

tnated witt. ....... ea. LlCiE~' tMa laM -=tulb- .... .tM CMe. -

lAaer /rOM 1M Co.. • d eI S-- ... 1M C • lei ....... 
....... IMJI ....... ItlI. 

• lAaer /rOM floe C. .ud eI A_ .. 1M c_ .. eI 
, ...... ......, 1M lSI6 ..... I!IlI. 
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obligation so to regulate its finances as to provide 
for the gradual reduction of the deficit. 

We thus find that the financial proposals of the 
Reform Scheme were subjected to very severe 
criticisll,l by most of the Provincial Governments. 
They were condemned in the legislatures, in the 
press, . and on the platform. These proposals 
created intense bitterness and gave rise to a sense 
of indignation rarely felt before on any question 
in the annals of British administration. The 
grounds of complaint, however, were different in 
the different provinces. Bengal and Bombay took 

'. strong exception to the system of allocation of re
sources under which their most promising source 
of revenue was to be taken away from them, while 
Madras and the United Provinces felt dissatisfied 
because they were called'llpon to make large con
tributions to the central exchequer out of the 
revenues allotted to' them. The former criticism 
was eminently fair and just, but it .was not heeded. 
The complaint of Madras and the United Pro
vinces was not wholly illegitimate in the circum
stances in which it was made, although the occasion 
for it arose from the inequitable distribution of re
sources. The question will be discussed in the 
tenth chapter. , 



CHAPTER VIII 

THE REFORMED SYSTEM AND ITS WORKING 

We come now to the provisions of the Govern
ment of India Act. 1919. This Act does not 
introduce any definite change in the financial 
powers of the Secretary of State or of the Council 
of India.· But Section 33 of the Act provides that 
the Secretary of State in Cou ncil may. by rule. 
regulate and restrict the elI:ercise of his powers. 
This Act also vests the Secretary of State in 
Council with power to frame rules. many of 

• Soctioa 1(2) 01 the ConmmOllI 01 IDdia (CoaooIidotioa) Ad 
...... th".:" ID peIIic ...... thoSaaeluJr 01 St.te _ ...... iect 10 tho 
provialOD.oI thi. Ad lor ruI .. mad.. thara .... derJ auperiD_d, cIirec:t 
ODd con..... aU acta. op_IiOD .. ODd CGDCeIIUI which rei.... 10 tho 
_lor ..... _ 01 ... eIia. ... d aU ....... 01 aaIariea. .,uwliaa 
... d 0110-. ODd aU other ....,....... ..... d cw.- .... 01 or QIllbe 
...... _ 01 IDdia." The -J,o cb....., in Ihio ... "--tioa made '" tho 
Aclol 1919. tho in __ 01 the word. ..... ruIaa made tbeaeODdeor." 

Sac. 11 01 tho c.-.lidatiora Ad ........ faIIowo: "ls.d>ioctlO tho 
"",.101_ 011'" Ad. ODd ruIaa ... de tlterOlDderJ. tho ~ 01 
the __ 01 Inelia. loot .. in 8riIIaIa IDdia ODd ............ ....u be 
... I.iect 10 I'" _ ..... 01 the ~ 01 So.. ill CouciI. ODd __ 
.. __ 01_ put 01 II-__ .. 01_ other_ 

comi... inlO the p . • 01 the SaaeIuJr 01 So.. in eo-u .., 
vi ..... 01 the c.._ .. 0I1acIia Ad. 1858, or Ihio Ad. ....u be made 
.w.- the _ 01 • oooiorilJr 01 _ III. -... 01 tho 
c:-.aJ 01 1Ddi&." n......, aItenI;on ill tIUo _ ..... .., tho 
Ad 011919 10 tho in rtioa 01 tho ...... SWaiect 10 tho PlO. • 
01 the Ad ODd tho ndeo ..... tIter .... ~, ." 
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which may affect the finances of the provinces· 
in various directions. Further, it retains the 
Governor-General's power to withhold assent from 
T uation Bills passed by the Provincial Legislative 
Councils. 

Considerable power is, however, conferred by 
this Act on the provincial legislatures in respect 
of expenditure. It is provided that the estimated 
annual expenditure and revenue of a province 
should be laid in the form of a statement 
before the Council in each year, and the propoeais 
of the Provincial Government for the appropriation 

. of provincial revenues and other moneys should 
be submitted to the vote of the Council in 
the form of demands for granta. The Council 
P088esses authority to assent, or refuse ita assent, 
to a demand, or to reduce the amount therein 
rderred to either by a reduction of the whole grant 

or by the omission or reduction of any of the items 
of expenditure of which the grant is compoeed. 
This procedure is, however, subject to two prem-. 
The 6rst is that the Provincial Government has 
the power of restoring a rdused or reduced 
demand, if it relates to a reserved subject, and 
if the Governor certifies that the expenditure 
provided for by the demand is eBB ential to the 
discharge of his responsibilities for the subject. 
The second is that the Governor pcn:8S:8 the 
power, in cases of emergency, to authorise such 
expenditure as may, in his opinion, be nec Ell ry for 
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the safety or tranquillity oE the provin,ce. or Eor the 
carrying on of a department.' In pursuance of 
the procedure oE the British House of Commons. 
it is laid down in tile Act that no proposal for 
expenditure should be made except on the recom
mendation of the Governor. communicated'to the 
Council. 

Under the Act propoaals for expenditure 
relating to the following heads are not required to 
be submitted to the Council : 

(I) contribution payable by the Provincial 
Government to the Governor-General in Council; 

(a) interest and sinking fund chargee on 
loans; 

(iii) expenditure of which the amount i.e 
prescribed by or under any law; 

(io) salaries and pensiona payable to or 
to the dependants of-Cal persona appointed by 
or with the approval of Hi.a Majesty or by the 
Secretary of State iii Council. (b) judges of the 
Hiah Court of the province. (e) the Advocate
General i (el) persona appointed before the lilt 
day of April. 1924. by the Governor-General in 
Council or by a Provincial Government to services 
or posts claaaified by rules undef thi.a Act as 
superior services and posts. and 

(o) aums payahle to any person .who i.e or 
has been in the civil service of the crown in India 
under any order of the Secretary of State in 
Council. or of • Governor. made upon an appeel. 
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made to him in pursuance of rules made under 
this Act. 

No provision exists in the Act for the passing 
of Appropriation Bills. In this respect, the budget 
procedure of Indian legislatures differs from that 
of the British Parliament. Taxation Bills are 
not differentiated from other Bills. A double 
assent, namely, that of the Governor-General as 
well as of the Governor, is needed to make these 
Bills effective. The Governor' s power of prevent
ing the enactment of measures, 1 as well as his 
power of affirmative legislation 'by means of 
certilication, is exercisable in the case of Taxation 
'Bills as in that of other Bills . 

• Section 11(4) runathua: •• Wh.r. any Bill has been in~uced 
or is propoeed to be introduced. or uy amendment to • Bill 1.1 lDO'9'ed 
or propoaecl .. be 1DOftd. th. Governor _ eertify tbat the Bill or any 
dauae of it or th. amendment, .1I.ct. th. oafety or tranquillity of the 
province or any part of it or ~I lUIother province. and may direct that 
no proeeedinil" or DO furt ..... proceedios' .IWI be lakeD by th. CounciJ 
in r.1otion .. the Bill. cia .... or amendment. ~ ailed oIWl be IPveD 
to an,. lOch direction." 

• Section 13( I) rune .. follows: .. Where. eo.e.-' .1etPoIati •• 
COUDCil has refwed I .. "" .. introduce. or h .. foiled '" _ Ia • form 
__ mended by the Governor. any Bill re1atiDS ... ~ ... bjec:t. 
the Govemor _ certify that the _. of the Bill io -tW I.,. the 
diocharge of hio r_ability for the oubject. and thereupon th. Bill 
ohalI. notwith ..... dins that th. Conndl he ... __ "DIed thenoto. be 

deemed .. have ~. and ohaIl. GO ~ by the GcwerDOI'. 

become an Act of the local ~ in the form of the BUI .. 
0ri8iDall:v introduced or pro~" be Introduced ID the Conndl .. 
( .. the. __ be) Ia the 10 ..... ", .. mended", the Cooncd by the 
CoverDOl.'· 
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An important restriction is imposed by the Act 
on the financial powers of the ·provincial legisla
tures. The Legislative Council of a province is 
not. without the previous sanction of the Governor
General. competent to make or take into cOlll!idera
tion any law (a) imposing or authorising the 
imposition of any new tax unless the tax is 
scheduled as exempted from this provision by 
rules made under the Act. or (b) affecting the 
public' debt of India. or the customs duties. or any 
other tax or duty for the time being in force and 
imposed by the authority of the Governor-General 
in Council for the general purposes of the Govern
ment oE India. 

Under the provisions oE the Act of 1919. a 
Provincial Government may. on behalf and in the 
name of the Secretary of State in Council. raise 
loans on the security of revenues allocated to it. 
and make proper assurances for that purpose. 
The conditions under which this power is ex~cia
able are prescribed in the Rules. 

Of the Rules framed under the Government of 
India Act. the Devolution Rules are the most 
important. The financial arrangements of the 
Reforms Scheme are provided for in detail in these 
Rules. Customs. cotton excise duties. 1 income
tax. salt duty. railway receipts. profits derived from 
opium. profits on coinage and currency, the net 

, eo.- ...... da __ • i ...... III D '-. 1925."'" 
.hI! ' 01 III Nudo. I9J6. 
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gain derived from post and telegraphs. and 
receipts from centialsubjects are the main sources. 
of central revenue. Land revenue. excise. stamps 
(both judicial and general). registration fees. 
irrigation receipts •. and forest receipts are the chief 
heads of provincial revenue. In particular. the 
following sources of revenue are allocated to each 
of the Governors' provinces: (a) balances stand
ing at the credit of the prOvince; (b) receipts 
accruing in respect of provincial subjects; (c) a 
share (determined in the manner provided by 
rule 15) in the growth of revenue derived from 

. income-tax collected in the province. so far 88 that 
. growth is attributable to an increase in the amount 
of income assessed; (d) recoveries of loans and 
advances given by the Provincial Government and 
of interest paid on 8U~ loans; (e) payments 
made to the Provincial Government by the 
Governor-General in Council or by other Provincial 
Governments. either for services rendered or 
otherwise; (J) the proceeds of imy taxes which 
may be lawfully imposed for provincial purposes; 
(g) the proceeds of any loans which may be law
fully raised for provincial purposes; and (h) any 
other sources which the Governor-General in 
Council may by order declare to be sources of 
provincial revenue. 

In regard to (c). it should be observed that 
Devolution Rule 15 has undergone several modi
fications. Under the rule 88 it stood in 1921-22 
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the ahare of the Provincial Government. was 
.calculated at 3 piee in each rupee brought under 
... essment. In consideration of thia. each Pro
vincial Government had to make an llIISignment 
to the Central Government equivalent to, the 
amount which would have accrued to the Provin
cial Government in the year 1920-21 (after de
ductina the provincial .hare of the COlt of special 
income-tax eetabliahinent in that year) if the pie
rate referred to above had not been applied in that 
year. The Provincial Government had also to 
bear 25 per cent. of the coat of the special income
tax eetablishmenta employed within the province. 
Under the reviaed Devolution Rule. the .hare of a 
Provincial Government ia c:alculated at the rate 
of 3 piee in each rupee of the amount by which 
the ... easeel income of any year exceeda the 
aueaaed income of the year 1920-21. By a pro
viao to thia rule. income aaaeaaed to lUper-tax ia 
excluded from calculation. No portion of the coat 
of the income-tu eetabliahment ia now borne by a 
Provincial Government. 

Devolution Rule 17 nee a contribution of 983 
lakha for the year 1921-22 payable from the pr0-

vinces to the Central Government. in the propor
tiona recommended by. the F'mancial Relatiooa 
Committee. It aIao makee obligatory the payment 
of a similar contributioa from the year' 1922-23 
onwards. subject to the conditioa that when the 
Governor-General in Council nee a amallc:r toml 
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amount, a reduction is to be made in the contribu· 
tions of those provinces whose last previous annual 
contributions exceeded the proportion specified 
below of the smaller sum so fixed as the total 
contribution, and any reduction so made is to be 
proportionate to such excess:' Madras, 17/90ths; 
Bombay, 13/90ths; Bengal, 19/90ths; United 
Provinces, 18/90ths ; Punjab, 9/90ths ; Burma, 
6l/90ths; Central Provinces, and Berar,5/9Oths; 
Assam, 2tj90ths.' 

The Devolution Rules provide that, in case of 
an emergency, any Provincial Government may be 
required by the Govemor.General in Council, with 
"the sanction of the Secretary of State, to pay a 
contribution in excess of th" normal amount. 
The contribution to the Central Government is a 
6rst charge on the allocated revenues of a Provin· 
cial Government, and is payable in such instal· 
ments as the Govemor.General in Council may 
prescribe. 

The other matters in respect of which the 
provinces are related to the Government of India 
are also dealt with in the Devolution Rules. All 
moneys derived hom provincial sources of revenue 
are to be paid into the public account, of which 

• Bebar and on.. ill Dot ...... tioaed iD the Iiot. The...- ill dw 
ID l>_ of the _ ... d'lim of the PorIWaea..", joim 
C4amiltee thia pJ'V9bK:e 10 _ ""IaiJed 10 make""'l -mbatioa 10 

the cemnJ oscbequer. 
A oulHale _ added ia 192 1 remi1tiDa the CODtribalioa _abl. by 

/!eapJ ia the &g'nd" _ 1922-23. 192J.24 and 1924-~. 
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the Governor-General is the custodian, and credited 
to the province. The Governor-General in Coun
cil poasessea the power, with the previous sanction 
of the Secretary of State in Council, to prescribe 
the procedure to be followed in the payment of 
moneys into, and the withdrawal, transfer and 
disbursements of moneys from, the public accounts, 
and for the custody of moneys standing in the 
account. 

The Governor-General in Council also possesses 
the power. at any time when he considers this 
course to be essential in the 6nancial interests 
of India as a whole, to require any Provincial 
Government 80 to regulate its programme of 
ezpenditure as not to reduce the balance at its 
credit in the public account below a stated 6gure. 
Subject to this power. the Provincial Governments 
are at liberty to draw on their balances, provided 
that suflicient notice is Riven of their intention to 
the Governor-General' in Council. In case the 
Governor-General in Council debars a Provincial 
Government from drawing the full amount of 
which notice has been Riven, he is obliged to pay 
interest to the province. 

In the matter of the Provincial Loan Account, 
it is laid down that any mooeYs which, on the 1 at 

day of April. 1921, were owed to the Govern
ment of India should be treated as an advance to 

the Provincial Government from all-India reftIlue&, 

and should carry interest. The. interest is to be 
30 
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payable on such dates as the Governor-General may 
fix; and in addition. the Provincial Government 
is to repay the principal amount in instalments 
so that the whole account may be cleared before 
the expiry of twelve years. Capital expenditure 

on irrigation financed from loan funds is also 
to be treated as an advance made to the province 
from' central revenues. and interest is to be paid 
on it. In regard to the future. the Governor
General in Council is given the power at any time 
to make an advance to a Provincial Government 
on such terms as he may think fit to prescribe. 
The payment of interesf on all such loans and 

. advances are a charge on the allocated revenues 
of the province and are to have priority over 
all other. charges. save only contributions payable 
te the Governor-General in Council. Another . 
important provision is that each province is re-
quired to establish and maintain out of provincial 
revenues a Famine Insurance Fund.l which is to be 
u'tilised for the relief of famine or the oonstruction 
of protective irrigation works or other works for 
the prevention of famine. 

Some of the most important provisions of the 
Devolution Rules are those which relate to the 

• • Under Schedule IV of the Devolution Rol .. the c1iferent pnwln
coo -... obliaed .......... _ " ... the provioion iD the bacia .. far 
thia _ The ocheduI. _ altered iD 1928. ond DOW otando .. 
fulJowo: Madru. Ro. 3.00.000, ~. Ro. 12.00.000, Bonsai. 
Ro. 2.00.000, UDiled Pnwlnceo. Ro. 16.00.000, Punjab. Ro. 2.00.000 , 
IIehu and Or!-. Ro. 3.00.000 , CODtnd Prcmaceo. Ro. ".00.000. 
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internal arrangements in the Governor'. provinces 
regarding tuation. borrowing. and the allocation 
of revenues between the two halves of the 
Government. The procedure laid down for this 
purpose is as follows: All proposal. for raising 
tuation or for the borrowing of money on the 
revenues of a province are considered by the 
Governor with his Executive Council and Ministers 
sitting together. but the decision is thereafter to be 
arrived at by the Governor in Council or by the 
Governor and Ministers. according as the proposal 
originated with the Governor in Council or the 
Governor acting on the advice of the Ministers. 
The framing of proposals for expenditure in regard 
to the reserved and transferred subiects is_a 
matter of agreement between the two parta of the 
administration. But if the Governor 6nds at the 
time of the preparation of the budget that there is 
no hopeof agreement. he may allocate the revenues 
and balances of the province between reserved· and 
tranaferred departments. by specifying the fr~c
tional proportions to be assigned to each of the 
departments. The Governor may. for this pur
pose. obtain the assietence of an expert appointed 
by the Governor-General. 

Such allocation remains in force for a period 
speci6ed in the ordel'. which must not be less than 
the duration of the then eUsting l.egie}ative Council. 
and must not exceed by more than one year the 
duration thereof. H. ho~. the Executive 
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Council and the Ministers so desire. the Governor 
may at any time revoke the order of allocation and 
make such allocation as may be agreed upon 
between them. In case an increase of revenue 
accrues during the period of allocation on account 
of the imposition of fresh taxation. such increase. 
unless the legislature otherwise directs. is allocated 
in aid of that part of the Government by which 
the taxation was initiated. If at the time of the 
preparation of the budget no agreement or' alloca
tion has been arrived at. the budget is to be prepared 
on the basis of the aggregate grants respectively 
provided for the reserVed and transferred subjects 

. in the budget of the year about to expire. 
The Devolution Rules provide for the establish. 

ment of a Finance Department in each of the Gov
emor's provinces. This Department is under the 
control of a member ol the Executive Council. 
Immediately subordinate to him is a Financial 
Secretary. If the Ministers sO desire. the Governor 
has also to appoint. after consultation with the 
Ministers. a Financial Adviser. whose duty it is 
to assist the Ministers in the preparation of pro
p~ls for expenditure, and generally to advise 
the Ministers in matters relating to finance. The 
Finance Department may delegate to the FInancial 
Adviser many of its functions. The Finance 
Department is charged with the duty of dealing 
with all matters concerning (cr) loans. (6) 
the Famine Insurance Fund. (c) mcrease or 

• 
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reduction of taxation. (d) borrowing. (e) keep
ing of proper accounts. and (I) balances. It is 
also the duty of the Department to prepare the 
8tatement of estimated revenue and expenditure 
which i. laid before the legislative Council in. each 
year. aa also any 8upplementary estimates or 
demands for exCeB8 grants which may be submit
ted to the vote of tho Council. 

For the purpose of such preparation. it obtains 
from the departments concerned material on which 
to hue estimates. It haa power to examine and 
advise on alI schemes of new expenditure. and 
may decline to provide in the estimates for any 

scheme which haa not been ao examined. It is 
further its dUi1 to lay the audit and appropriation 
reports before the Committee on Public Accounts 
and to bring to the notice of the Committee 411 
6nancial irregularities. The Finance Department 
po88easell the power to aancbon any reappropria
tion within • grant' from one mlijor. minor. 
or lubordinate head to anoth~. and when a 
Mem~of the Executive Council or a Minister 
ex~ hie power of reappropriation within • 
grant between aubordinate heads. auch fact baa 
immediately to be communicated to the r mance 
Department. Laatly. without previous reference 
to. or consultation with. the rmance Department. 
no expenditure caD be incurred in exc:esa of 
the estimate on any of tho heads excluded 
from. the vote of the l...egislative Council. no . 
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office may be added to. or withdrawn from. the 
public service. no allowance or special pay may be 
sanctioned. no grant of land or assignment of land 
revenue or concession of mineral or forest rights. 
etc.. may be made. and no proposal involving 
abandonment of revenue may be submitted to the 
Provincial Government or the Legislative Council. 

When the agency of the Governor in Council 
of a province is employed by the Government of 
India. the cost of the agency establishment is met 
out of central revenues. In the case of a joint 
establishment. the cost is distributed by agreement; 
but if there is no agreement the cost is divided in 
such manner as may be determined by the Secre
tary of State in Council. 

Under the Devolution Rules. the 6nancial 
powers of superintendence. direction and control 
vested in the Governor:General in Council are 
strictly limited in relation to transferred subjects.' 
By a separate set of rules the 6nancial as well as 
other powers of the Secretary of State are also 
considerably restricted 80 far as transferred 
subjects are concerned! But under Schedule II J 

• Th... pow_ .... 10 be esem..d only for the follawioa par. 
_ ...... 017. (I) Io..t......,d the odmiD_ of_traI ... bj .... ' 
(2) 10 deeide qa_ arioiDll betweeD two prvriDceo ill _ of • 
biJ ..... ID urive at au _t, (3) 10 ..tepai'd the doe eurcile 01 
.,.;,.... aad datiea yeoted ill or im-", oa the COYeIDOr-Ceaenl Itt 
CoaDCiI ill COJIDeKiOD with the datiea 01 the Hillb C-miooioner f .. 
Indl.. the raisinlf 01 loa .... the pooitioo aod p_ of the bill..... . 
ci.;J _ aod the nllea made by the Secrec_ of State ill CoaDciL 

• Vod.. the Relautioo of Powera RaJeo. the _ 01 the 
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of the Devolution Rules the previous sanction of 
the Secretary of State in Council is necessary to 
the creation or abolition of posts in the cadre of 
an all-India service. or to the increase or reduction 
in salaries drawn by members of all-India services. 
or to the creation of posts carrying large salaries. 
or to the grant of allowances. pensions. or 
gratuities which are not admissible under· the 
rules. or to any ezpenditure on the purch~ of 
imported stores or stationery. 

Under the Scheduled Taxes Rules. the legis
lative Council of a province is empowered. to make 
laws. without the previous sanction of the Gover-. 
nor-General. imposing for the purposes of the 
Provincial Government. any of the following 
taxes : ( I) a tax on land put to uses other than 
agricultural; (2) a tax on succession or acquisi
tion by survivorship in a joint family; (3) a taz 
on betting or gambling; (4) a tax on advertise
ments; (5) a taz ott amusemenll; (6) a tax 
on any specified luxury; (7) a registration fee; 

Soenw7 of St ... ODd of II>e ~ of Stote III Cow.cil ... ill ....... 
'" _oIvnd ... l.iocto. '" ... _ ..... aab r... .... foIIowiDa _ 
1I000ab. (I) '" oafe.....,! the .~ of -..I oabjecta, (2) '" 
docIde q __ uioiaa ""'- two _-i: ill .... of • f.il_ '" 
_ at .. -a. • " (l) "' .......... m.p.iaI _. (4) '" 
datormi ... the poaItIooa of the c.. ... ' "' of Iadia ill _ of _ 
.- ariel... ""'- IDdio. aDd ...... pam of the IIritioh E.ap;,.. aDd 
(5) "' .......... the __ aDd porfarm _ of _ aDd .... 
of the Soenw7 of Stote ... the ~ of s.... ill c-DCiI iIl __ 
_ with the oNtiaa of the HiP c-a..-. r... ...... .........-. ~ 
Ptooriac;.I c.._ ... aDd ~ the..-- of the ........ 
doll ........ _ ........... ~ .... ~of s.... loa c-;J, 
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(8) a stamp duty other than duties of which the 
amount is fixed by central legislation. 

The Legislative Council of a province may also. 
without the previous sanction of the Governor
General. make any law imposing. or authorising 
any local authority to impose. any of the following 
taxes,' namely. (1) a toll; (2) a tax on land or 
land values; (3) a tax on buildings; (4) a tax on 
vehicles or boats; (5) a tax on animals; (6) a 
tax on menials and domestic servants; (7) an 
octroi; (8) a terminal tax on goods imported into. 
or exported from. a local area; (9) a tax on 
trades. professions and callings; ( J 0) a tax on 

.. private markets; (1 J) a tax imposed in return for 
services rendered. such as (a) a water rate. (b) 
a lighting rate. (c) a ~cavenging. sanitary or 
sewage rate. (d) a drainage tax. and (e) fees for 
the use of markets and ~ther public conveyances.' 

The procedure adopted in connexion with the 
consideration of the annual budget by a Leg •. 
lative Council is provided for by the rules 
of business and standing orders in every 
province. These rules and standing order. 
dilfer, . to some extent, in respect of details. 
but the general principles underlying them are 
practically the same in all the provinces. The 
• 

• The ward ...... here lodudeo • <ea. _ dalY ... fee. 
• The Covemor-Ceuead iD CouDdl 10 .. power. 01 ...,. lime, to 

make ...,. aclditioD .to Ihc _ ....... lioDed ID thia &ad Ihc prerioaa 
_h. 
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more important of these may be mentioned 
here. A separate demand is ordinarily made 
in respect of the grant propoaed for each depart
ment of the Government. Demands affecting 
reserved and transferred subiects are, aa far aa 
pOllible. kept distinct. Each demand contllina a 
statement of the total grant propoaed as well aa 
• statement of the detailed estimate under each 
grant. divided into items. No discu8lion of the 
budget takes place on the day on which it is 
presented. The budget is dealt with by a 
provincial Council in two stages. namely. (i) a 
general,discu8lion. and (ii) the voting of deman~ 
for grants. At the former stage. the membmt 
of the Council are at liberty to discu8I the budget 
.s a whole or any question of principle involved 
therein: but no motion may be moved. nor may 
the budget be submitted to the vote of the Council. 
The members of the Ezecutive Council and Minis
ters reply to the criticisms levelled against their 
respective departments. and the Fmance Member 
haa a general right of reply at the end of the dia
cussion. A time-limit for speeches is generally 
prescribed. 

A number of days is allotted by the Governor 
for the diacussion of the demands of the Provin
cial Government for grants. A time-limit is also 
prescribed for the disculllion of anyone demand. 
Motions may be moved at this stage to omit or 
reduce any grant or any item in any grant. but not 

31 
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to increase or alter the destination of a grant. As 
soon as the maximum time-limit for discussion of 
any item is reached. the President puts every 
question necessary to dispose of the demand under 
discussion. Motions for the reduction of .the 
grant as a whole are taken up after all motions for 
the omission or reduction of definite items have 
been discussed and disposed of. On the last of 
the allotted days the President puts every question 
necessary to dispose of all the outstanding matters 
in connexion with the demands for grants. 

If the Provincial Government or the Governor 
exercises the power conferred by Section 72D 
(2). provisos (a) and (b). of the Government of 
India Act in regard to the demands refused or 
reduced by the Council. the Finance Member lays 
on the table of the Council a sta.tement showing the 
action taken by the Gov~nment. together. in the 
case of action under ,section 72D (2). proviso (a). 
with a copy of the certificate granted by the 
Governor; but no motion may be made in regard 
to such action. 

When money has been spent on any service 
for which the vote of the Council is necessary 
during any financial year in excess of the amount 
granted for that service and for that year. a 
demand for the excess is presented to the Council 
by the Finance Member. An estimate may be 
presented to the Council for a supplementary or 
additional grant when (i) the amount voted in the 
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budget of a grant is found to be insufficient for the 
purposes of the current year ; or (ii) a need arises 
during the current year for expenditure for which 
the vote of the Council is necessary upon some 
new service not contemplated in the budget for 
that year. 1 An estimate may also be presented 
to the Council for an additional or supplementary 
grant in respect of any demand to which the 
Council has previously refused its assent, or the 
amount of which the Council has reduced either by 
a reduction of the whole grant or by the omission 
or reduction of any of the items·of expenditure of 
which the grant is composed. Excess grants and 
supplementary or additional estimates are dealt 
with in the same way by the Council a8 if they 
were demandl for grants. 

A Committee on Public Accounts is constitut
ed for the purpose of dealing with the audit and 
appropriation accounts of the province and IUch 
other matters as the Finance Department may refer 
to the Committee. The Committee on Public 

" Accounts consists of IUch number of members 
as the Governor directs ; but not less than two
thirds are elected by the non-official members 
of the Council, and the remaining members 
are nominated by the Governor. The F mance 

• w ........................ -.......-.I _ditano _ .... 
_ COIl be ...... ..u.bI. blr ~. de-.! r..1Le 
_"t 01 • toU. __ be 0Ilbmitted ttl Ihe __ oIlLe CoaaciI ...... 
.... CoaaciI_ ... tbo a wI. .... _ be ...... _...w.Io. 
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Member is the Chairman of this Committee. In 
scrutinising the audit and appropriation accounts of 
the province. it is laid down in the rules as the 
duty of the Committee to satisfy itself that the 
money voted by the Council has been spent within 
the scope of the demand granted by the Council. 
It is also the duty of the Committee to bring to the 
notice of the Legislative Council (i) every re
appropriation from on~ grant to another: (ii) 
every re-appropriation within a grant which is not 
made in accordance with the rules regulating the 
.functions of the Finance Department. or which has 
the effect of increasing the expenditure on an item. 
the provision for which has been specifically 
reduced by a vote of the Council: and (iii) all 
expenditure which the Finance Department has 
requested should be brought to the notice of the 
Council. 

The reports of the Committee on the audit and 
appropriation accouDts are placed before the l...egis.. 
lative Council. The members of the Council may 
cliscU88 these reports. Aa a matter of fact. how-_ 
ever. discussions rarely take place on these reports. 
The rules of business and standing orders of some 
of the provinces provide for the appointment of 
a Stamling F'mance Committee. Although such 
a body has no statutory functions. it does a 
cOnsiderable amount of useful work in the way of 
examining budget proposals. It is a pity that no 
such Committee has been appointed in Bengal 
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since the inauguration of the Reforms. though a 
Committee of this sort was in existence in the 
pre-Reform period. 

One of the most important provisions of the 
Government of India Act. 1919. is that which 
relates to financial control. A sound system of 
finance. whether provincial or central. cannot exist 
without an efficient and independent system of 
audit. Sec. 39 of the Act gives the Auditor
General. who is the administrative head of 
the audit department. a statutory position. He is 
appointed by the Secretary of State in Council. 
and holds office during the King's pleasure. The 
position occupied by the Auditor-General is thus 
similar to that of a High Court Judge in India. 
He is in no way under the control of the Governor
General in Council or of the Provincial Govern
ments. Under the rules framed by the Secretary 
of State in Council. he draws bed pay; and. on 
vacating' office. is not eligible to any other post 

under the Crown in India. 
• The Auditor-General is the final audit autho
rity in India. and is responsible for the efficiency 
of the audit of expenditure in 'India from the 
revenues of the country. whether central or pr0-

vincial. He possesses po-.r (i) to inspect. 
either personally or through an audit officer. any 
Government office of accounts in India, (ii) to 
arrlUllJe Eor teat audit in any Government office of 
accounts, and (iii) subject to any orden of the 
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Secretary of State. to frame rules in all matters 
pertaining to ·audit. In regard to provincial 
finance. it is his duty to bring to the notice of the 
Provincial Government any breach of the financial 
canons. He also compiles the F'mance and Reve
nue Accounts of India and for this purpose he 
may require any Government officer to furnish any 
information. 

The passing of the Act of 1919 marks an 
almost complete departure from the financial 
system which preceded it. Not only have the 
Provincial Governments acquired a statutory 
financial position. but they have obtained a 
substantial measure of financial autonomy. An 
examination of the ACf and the rules framed 
thereunder. however. reveals various restric
tions 1 and limitati~ns. on the powers of the 
provinces. We now proceed to discuss the more 

• Ao Mr. J. E. C. Juk .. poinIo _. the _Jic_ _ &.w.cioI 
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... certaia _ilied p,,- ODd DO .uthorioy at all .... _ .., 
rdu thio rule while it __ III fcm:e. Tbe -.I cJ.. 01 _ 
_ daeo __ Libit aD _ .... __ the __ 01 h~her 
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important of these. The continuance of the statu
tory powers vested in· the Secretary of State in 
Council stands in the way of the development of a 
sense of financial responsibility in the provinces. 
It ia true that there is provision for a relaxatioJ.l of 
these powers by means of rules framed under 
Section 19A. But thia provision is merely per
missive. and the degree of relaxation depends very 
largely upon the will of the Secretary of State. who 
has a very large share in the framing of these 
rules. As a matter of fact. the Secretary of State 
retaina almost complete control over the finances 
of the reserved subjects. while the power. which is 
exercised by him under Devolution Rule 27 and 
Schedule III to these Devolution Rules. detracts 
very largely from the financial discretion of the 
Provincial Governments even in regard to the 
transfetred subjects. The authority possessed by 
the Secretary of State in respect of the appoint
ments made to the All"lndia Services even in the 
transferred departments and the 6xing of their sala
ries also eerves largely to curtail the financial powers 
of the Provincial Governments. Another restric
tion is to be found in the matter of borrowing. as 
the Secretary of State possesses the power to make 
rules and to refuse sanction to a loan proposed to 
be floated in England. It is also an anomaly that 
provincial loans should still be raised on behalf and 
in the name of the Secretary of Stste in Council. 
although the security is furnished by the provincial 
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revenues. The rules framed by the Secretary of 
State to regulate expenditure on imported stores. 1 

constitute another restriction on the financial powers 
of the provincial governments. If provincial 
autonomy in the financial sphere is to be real, all 
these limitations must be withdrawn. 

The Governor-Genera] in Council retains full 
control over aI] financial matters relating to the re
served subjects. He also possesses some powers 
in relation to transferred subjects. For instance, 
Ru]e 2 of Schedule III to the Devo]ution Ru]es 
gives the Governor-General in Council the powet 
to recommend applications of Provincial Govem-
.ments relating to certain posts for the sanction of 
the Secretary of State, and even to sanction such 
posts on behalf of the Secr~tary of State. Besides, 
the fact that he is not only the custodian of the 
provincial public account"but is responsible for the 
ways and means 01 the provinces has made it 
necessary to invest him with larg e powers in 
matters relating to' the withdrawal of provincial 
balances. It may be mentioned in this connexion 
that the Government of the Punjab suggested in 
1924 that, with the adoption of a system of sepa
rate accounts with· a central bank, it would be 
possible to justify the grant to Provincial Govem
lQents of. a freer hand in the .regulation of their 
ways and means. But the Reforms Enquiry Com
mittee expressed the view that further advance 
lOwards autonomy in provincial fuumces would 
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depenCl upon the separation of provincial balances 
, . from the balances of the Government of India. 

Such a step would give to the Provincial Govern
ments far larger resources than they enjoy under the 
existing sYstem.l These would also make possible 
the maintenance of larger balances than is found 
practicable at present. This change could. as 
was pointed out by Mr. Jukes in the Memorandum 
lubmitted by him to the Reforms Enquiry Com
mittee. be effected without grave administrative 
inconvenience or serious expense to either the 
Central Government or the Provincial Govern
ments. 

But a change of this kind must inevitably be 
accompanied by the separation of accounts from 
audit. This matter is now under the consideration 
of the Government of India. When the separation 
is effected. it will be necessary for the Provincial 
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Governments to compile their own accounts, but 
the audit of accounts will remain a central subject 
under the control of the Auditor-General. 

In the matter of borrowing, the control of the 
Governor-General in Council is fairly tight. The 
Reforms Enquiry Committee suggested that some 
relaxation of this control might be possible, though 
they did not consider that, in the existing circum
stances of India, the relaxation could be complete. 
There are, it may be admitted, practical difficulties 
in the way of relaxing this control. The loan market 
being limited, the competition of two authorities 
seeking to raise loans in the same market may tend 
to raise the rates of interest. It is in many ways 
advantageous to leave loan operations in the hands 
of one authority. But when the Provincial Govern
ments become responsible for their own ways and 
means, it will be necessary to empower them to 
take short-term advances from the Imperial Bank. 

The restrictions on the powers of Provincial 
Governments in regard to expenditure are much 
less in the case of transferred departments than in 
the case of reserved departments. With a further' 
advance in constitutional development, these res
trictions should cease in respect of both classes of 
cases, and all services should be placed under the 
~ntrol of the Provincial Governments. Power 
should be given to the provinces to change the 
Fundamental Rules which govern the conditions 
of service in 'Indian provinces. 
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The powers of taxation at present possessed by 
the . Provincial Governments are very limited. 
,Whenever a Provincial Government desires to levy 
a tax which is not a scheduled tax. the sanction of 
the Governor-General in Council has to be obtained. 
It must be admitted that there is a real difficulty in 
removing altogether this restriction on the taxing 
powers of a Provinciai Government. If the field 
of central taxation is encroached upon by the pro
vinces. the Government of India may find it diffi
cult to increase its resources in case of a financial 
necessity. But an enlargement of the schedule of 
provincial taxes may be made without inflicting 
any substantial injury on the Central Government. 

A great deal of criticism has been levelled 
against the FInance Departments of, the different 
provinces. It has been asserted that they have 
proved a clog to the wheel of Indian progress and 
an impediment to the success of the Reforms. One 
legitimate criticism is that the r mance Department 
in a province is not common to both halves 
of the Government and independent of either. but 
is a reserved department. The rmance Meml
must be a meml- of the Executive Council: no 
Minister is entitled to occupy this position. however 
capable he may be. As was pointed out in the 
Minority Report of the Reforms Enquiry Com
mittee. there is no force in the argumen,t put for
ward in defence of this rule that trained men are 
required to fill the office. for many persoII8 have 
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held the position· who have not had any 
training in the th~y and practice of finance. 
Complaints have also been made that the Finance 
Member has often looked more to the interests 
of the J,'eserved departments than to the interests 
of the transferred departments. This. however. is 
Clenied by some members of Executive Councils. 
The majority of the Reforms Enquiry Committee 
suggested that the Finance Member should not have 
charge of any of.the large spending departments. 
But this suggestion was regarded by the minority 
as a .. costly remedy. .. which was not .. a real 
and full remedy." Another suggestion was 

. made before the Reforms Enquiry Committee 
that the Finance Member should be neither a 
member of the Executive Council nor a Minister; 
this was considered impracticable. The best 
remedy would obviously be to remove the dyarchic 
system and vest the control of the Finance Depart
ment in a Minister. 

But a more serious charge is that the Finance 
Department assumes functions which were not in 
the contemplation of those who urged its forma- . 
tion. 'f4eir duty was intended to be to .. watch 
and advise." but not to dictate or veto policy. 
The power vested in the Finance Department was 
no( intended to be an over-riding power. But the 
power to decline to provide in the estimates any 
new scheme which has not been e~amined by the 
Finance Department is really an over-riding power. 
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Besides, the examination of. schemes has often 
been different from what. w8s intended by the 
authors of the Reforms. Many of the Ministers 
and ex-Ministers gave evidence before the Reforms 
Enquiry Committee to the effect that the Finance 
Department, in ezamining proposals of other 
departments, not only considered the 6nancial 
point of view but also considered the policy of 
the proposals. The majority of the Muddiman 
Committee pointed out that, when a report from 
the Finance Department on an ezpenditure proposal 
W88 received by a transferred department, the Mini
.ter-in-charge was entitled to overrule the Finance 
Department unless the latter had definitely required 
that the Minister should refer the case to the 
Governor. This. however. was regarded by the 
minority 81 •• an incomplete and a theoretical 
description of the position." The majority 
expressed the view that a control of the nature 
provided in the Devolution Rules W8I necessary. 
and did not consider any m0di6cation of the rule 
desirable. The minority. however. regarded the 
system 81 open to grave objection. 

The general power conferred by Rule 38 on the 
Finance Department to sanction re-appropriation 
from one major. minor or subordinate heed to 
another is. very important power. There Ie ..... 

to be no reason why this power should not be 
_ted in the' heed of the spending department 
concerned. Such an officer is in. better positioo 
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to understand the ne.eds of the different branches 
of his department thl!lJ the Finance Department. 
As a safeguard aga~rist Juture commitments, it 
may be provided that re-appropriation must not be 
of a character which involves additional financial 
responsibilities for the future. 

The peculiar position occupied by the Finance 
Department in a province leads us to consider 
whether the present system of allocation of funds 
between the reserved and transferred departments 
is a suitable one or not. Under this system, in 
case of failure of the two halves of the Govern
ment to come to an agreement, the Governor 

. possesses the power to allocate the resources. In 
actual practice, however, it has not been found 
necessary iIi any province to apportion the avail
able funds in this manner. It is possible that this 
has been due to the fact· that surplus funds were, 
generally speaking, ~t available. When the 
Government of India: made. the proposal of a joint 
purse in its Fourth Despatch on the Constitutional 
Reforms, it did not secure support from Indian 
political opinion. But the evidence tendered to the 
Reforms Enquiry Committee seemed to indicate 
that there had been some change in <this respect. 
The Government of Madras, a Member of Council 
~d some ex-Ministers from Bengal, the President 
of the Legislative Council in Behar and Orissa, 
and a Minister in Assam suggested that the system 
of a separate purse should be established. The 
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majority of the Reforms EnciJ,iry Committee ex
pressed the opinion that s~cft'a separation must 
introduce complications, and protested against a 
re-opening of the question. The minority took the 
view that this proposal, instead of mitigating the 
evils of the present financial system, was likely to , 
aggravate them. The only cure, they thought, 
was to be found" in the replacement of the dyar
chical by a unitary and responsible provincial 
Government." 1 This seems to be the correct 
view of the matter. 

Although there was provision in the Devolution 
Rules as originally framed for a Joint Financial 
Secretary to the Finance Department, no appoint
ment had been made in any province before the 
time of the Muddiman Committee's enquiry. 
Perhaps this was due to a misapprehension of the 
functions which it was intended that this officer 
should perform.' The majority of the Reforms 
Enquiry Committee thought that such an officer 
would frequently be able to afford very valuable 
assistance to the Ministers, particularly when 
funcla were available for development on the 
tran~ side. Such a 6.nancial adviser. 
they said, would doubtless receive delegated 

I AIi_ .. R_ '" 1M Rot-~ C __ Cll. VI. 
• Mr. S. M. a.._ ... _ ... Mi..-;. .... c-u p".. 
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powers from the Finance Member.: but the main 
value to the Minister would be in advising them 
in the preparation of their proposals for expendi
ture so as to secure that they were not likely to 
suffer from technical objections which might be 
raised by the Finance Department. The minority, 
however. held the view that the appointment of 
a Joint Secretary would not solve any of the 
difficulties of the existing system. They further 
expressed the opinion that, if advantage had 
been taken of this provision by the Ministers, it 
would only have produced adminisb'ative diffi
culties and friction. 

The change which was subseqJlently made in 
Devolution Rule 36 ( 1) was more a change of 
form than of substance. The position of the 
Financial Adviser seems to be a very anomalous 
one. It is not clear whether he is subordinate to 
the Finance Member or is a wholly independent 
officer. Besides. the provision relating to the 
delegation of functions by the Finance Depart
ment to the Financial Adviser is merely permissive. 
If the new rule be interpreted liberally itrriay help 
to reduce, to some extent, the friction between 
the Finance Department and the Ministers. but it 
is no real remedy for the unsatisfactory state of 
things which prevails at present. 

The powers enjoyed at present by "the Legisla
tive Council of a province are exb'emely restricted. 
The effect of the exclusion of the salaries and 
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pensions payable to a large section of officers of 
the Government and their dependents from the 
vote of the Council is not only objectionable 
in principle. but very undesirable from the 
practical standpoint. Nor is there any reason 
why interest and sinking fund charges on loans 
should form non-votable items in the budget of 
a province. in view of the fact that provincial 
revenues are now responsible for such payments. 
The power of reatoration further limits the autho
rity of the Legislative Council. This power was 
intended to be used only in special circumstances ~ 
but. 811 a matter of fact. it h~ been exercised so 
often since the inauguration of the reforms that 
it hal come to be regarded 811 an ordinary power. 
The financial authority of the Legislative Council 
is ,till further curtailed by the emeriency power 
of expenditure vested in the Governor. This 
power is very wide. inasmuch 811 it may be 
exercised. not only for maintaining peace and order 

. in the province. but fOr carrying on the ordinary 
work of administration. U the l..egislative Council 
is to feel a sense of real6nancial responsibility. 
it is essential that these restrictions and limitations 
should be removed. It would also be desirable 
to provide for the passing of annual Appropriation 
Acts in the provinces as is done in Great Britain. 

The main function of the Public Accounts 
Committee is to ensure the accountability of 
the executive to the legislature. This function 

33 . 
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unfortunately, is not properly exercised at present. 
One reason for this is to be found in the defective 
constitution of the Committee. It would be emi
nently desirable that in future the Public Accounts 
Committee should consist entirely 'of member. 
elected by the legislature, and that the Chairman 
should be a non-official member as is the prac
tice in the House of Commons. Ddinite rules 
should be made and separate dates set apart 
for the discussion of the reports of the Public 
Accounts Committee in the Legislative Council. 

A Finance Committee should also be establish
ed in every province and vested with statutorY 
powers. This Committee should consist entirely 
of elected members, and meet under the Chair
·manship of Pte Finance Member or Minister. The 
main duty of this Committee ought to be to scruti
nise all new items of expenditure. Members of this 
Committee should also be given power to suggest 
for inclusion in the fmdget items not included in 
the draft prepared by the r mance Member. All 
supplementary estimates should also be placed 
before the Finance Committee before presentation 
to the I...egislativ'; Council. 



CHAPTER IX 

THE FINANCIAL POSITIONS OF THE PROVINCES 

The first two year. of the reformed 8ystem of 
administration were for Madr .. year. of 6nancial 
difficulty. The Government of the province. 
however. did ita beat to make ita two ends meet. 
The Standing Finance Committee of the Legisla
tive Council WIll entrusted with the duty of 
retrenching expenditure. and it .ubmitted ita 
proposals from time to time. Ita recommenda
tiona included both reduction of expenditure and 
aUlfl11entation of revenUeI. Most of these recom
mendationa were accepted by the Government. 
either wholly or in part. The revenue for the 
year 1921-22. after deduction of a contribution to 
the Central Government and lIOIIle adjultmenta 
amountina altogether to Ra. 3.83.81.000. WIll 

Ra. 11.74.88.517. while the expenditure WIll 

Ra. 12.80.24.119. 
In the latter half of the year 1922-23. a Re

trenchment Committee _ appointed. whoee 
recommendationa reaulted in an immediate .. ving 
of 18 lakha of rupeea. and were expec:ted to aecure 
a fur\her .. ving of 18lakha when all the .euggest~ 
ed ~eaaurea had attained full realisation. The 

« 159 ) 
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gross provincial revenue of the year exceeded that 
of 1921-22. A considerable part of this increase 
was due to the raising of the stamp duties and 
court fees. The financial situation during the 
year continued to be _acute. and progress in all 
departments was retarded for this reason. The 
revenue and expenditure during the year 1922-23 
were Rs. 12.57.75.165 (exclusive of the contribu
tion of Rs. 3,48.00.000) and Rs. '12.60.76.848 
respectively. 1 

After two years of deficit budgets the year 
1923-24 showed a surplus of 36 Iakhs of rupees. 
This surplus was utilised for the purpose of paying 

. olf a portion of the accumulated deficits of 
previous years. The realisation of this surplus 
was due both to restriction of expenditure within 
proper limits and to the increase of 41 Iakhs on 
the revenue side of the accounts. largely. under 
the heads • excise' and' stamps. • The curtail
ment of expenditure.: in spite of adverse circum
stances. was the result, in the-main, of the policy 
of retrenchment that was pursued throughout 
the year. The revenue of the yeai 1923-24, 
exclusive of the provincial contribution, was 
Rs. 12,99,38,109, while the expenditure amounted 
to Rs. 12.63,07,338. 

, The proviucW ....... of \ncome-tall rec:eipto """'UDted to 
R .. 1.39.023 cmIy aaai .... Ra. 39.88.&+2 in 1921·22 •• he cIec:reuo beiD. 
due to ... ai_GIl in Dc.oIatioD Rule I;. 
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The year 1924.25 was an abnormal one for 
Madras. due to the combined effects of famine 
and Hooda of an unprecedented magnitude. The 
year thua closed with a deficit of 23 lakhs. This 
was mainly the result of decrease in revenue under 
the heada 'land revenue' and • excise.' .This 
decrease in revenue waa. however. to aome'extent 
counterbalanced by a diminution in expenditure 
under various heads. The income and expendi. 
ture of the year were Re. 12.79.03.158 and 
Re. 13.08.50.473 respectively. 

In the budget estimates for 1925·26 a consider
able deficit was apprehended. Subsequently. how
ever. the provincial contribution for the year was 
remitted by the Government of India to the extent 
of Re. 26'02 lakha. This factor. combined with 
lOme minor modifications made after the budget 
had been presented to the legislative Council. 
was expected to convert the deficit into a surplus. 
It was. therefore. proposed to utilise this anti
cipated surplus mainly' on schemes of new ex
penditure in the transferred departments. The 
expectation was not. however. realised. because 
of the charges incurred in eonnezion with the 
damage caused by the floods and cyclones. The 
accounts of the year were as follows: Income. 
Rs. 14.71.35.400 (excluding a provincial c0n

tribution of Re. 2.21.98.000) : f.apenditure. 
Re. 13.72.98.669. Thus the year dosed with a 
surplus of RI. 98'36 lakhs. 
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The budget estimates for 1926-27, as presented 
to the Legislative Council on the 2nd March. 1926. 
anticipated a delicit of Ra, 76'46 Iakha. liberal 
provision having been made for new schemes of 
expenditure, The remission of a further sum of 
Ra, 57 Iakhs in the provincial contribution. com
bined with an improvement in the revenues con
verted the delicit into a surplus of over a crore of 
rupees. in spite of the fact that certain further 
demands were voted by the Legislative Council 
when supplementary estimates were presented, 
The revenue and expenditure of the year 1926-27 
were Ra, 15.18.49.735 and Ra, 14.17.01.929 
respectivdy, 

The year 1927-28 opened with a balance of 
about 2 crores of rupees, The total revenue 
amounted to Ra, 17'56 crores. while the expendi
ture was Ra. 15'55 crorl;8, The opening balance 
on the 1st April. 1928 was 4 crares: the revised 
estimates of the year 1928-29 showed • revenue 
of 18'07 crores and an expenditure of Ra, 16'84 
crores. A great expansion of Government pro
grammes took place in these years in various fields 
of activity, For the year 1929-30 •• revenue of 
Ra, 18'07 crores and an expenditure of Ra. 17'26 
crares has been estimated. A large number of 
new schemes has been provided for in this budget, 
The ultimate cost of the schemes incorporated into 
the budget is Ra. 4~'66 Iakha recurring and 
Ra. 165'55 Iakha non-recurring: but the amount 
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required in the current year is ~31'11 Iakhs recurring 
and 86'02 Iakhs non-recurring. The claims of all 
the departments. including the nation-building 
departments have received consideration; while the 
cultivation of the !esthetic sense has found recogni
tion in the establishment of a School of Fine Arts. 

The firat budget of the Government of Bom
bay under the reformed system of administra
tion was a deficiency budget. The revenue was 
estimated at Rs. 13' 48 crores for the year 
1921-22 and the expenditure at Re. 1,'61 crores. 
A deficit of 2'13 crores was thus apprehended 

. on the year's working. The position disclosed 
by these figures was due in part to a diminu
tion in revenue. but mainly to additional expendi
ture. As the Finance Member pointed out at the 
time of presenting the budget. the primary reason 
for the ~cesa of expenditure was the fall in the 
value of the rupee. The coat of materials pur
chased for the Public Works Department con
siderably increased and Government servants of 
all grades had to be granted additional remu
neration. The total of this additional expendi
ture amounted to something over 3 crorea. It 
was considered unfair to ask the new Legisla
tive Council at its first sitting to raise fresh 
taxation and it was decided to meet the deficit 
by c1rawing upon the opening balance which 
amounted at the time to 3 crorea.' 
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The budget preSented for the year 1922-23 
disclosed the financial position thUS: opening 
balance. 87 lakhs ; receipts. 1.427 Iakhs; ex
penditure. 1.515 lakhs ; deficit. 118 lakhs; clos
ing balance. minus 31 lakhs. The necessity for 
obtaining equilibrium between revenue- and ex
penditure rendered fresh taxation imperative. It 
was proposed to turn this minus balance into a 
plull balance of 69 Iakhs by the levy of taxa
tion to the extent of a crore. The Legislative 
Council. however. was not satisfied that the 
Government had reached the limit of effective re
trenchment. and threw out the first T uation Bill • 

. at the same time intimating that further taxation 
would not be agreed to without further retrench
ment. The situation created by the action of the 
Council was carefully considered by the Cavern
ment. It then gave the.Council an assurance that 
a further cut of 60 Iakhs would be made in the 
estimates. This assurance was accepted by the 
Council. and the other T uation Bills were passed. I 

The chief features of the financial adminis
tration during the year 1922-23 were the passing 

rillid econom,. woo enforced. we kept apeDdltare below IDc4me and 
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of the . Indian Stamp (BomSBy Amendment) Act 
and the Court.F ees (Bombay Amendment) Act 
by the legislature. These Acts came into effect 
from the 1st April. 1922. It was estimated at 
the time that. by the operation of the new Acts. 
stamp revenue would be increased by Re. 80 
lakhs. There followed. however. a general 
depression in trade. This affected the stamp 
revenue severely. and in spite of the revision in 
taxation relating to stamps there was a fall of 
about Re. 53 lakha in revenue derived from this 
source. 

To meet the wishes of the Legislative Council 
in effecting retrenchment. the Government not 
only cut down the budget estimates by Re. 60 
lalli. but reduced expenditure by a further sum 
of Re. 38 lakha. The total retrenchment thus 
amounted to about a crore of rupees. There was 
a revenue of 14'17 crorea and an expenditure of 
13'53 crores. resulting in a surplus of 64 lakha 
in the year 1922-23. . 

In presenting the F'mancialStatement for 1923-
24. Mr. H. S. Lawrence. the F'mance Member. 
summed up the 6nancial situation in the Bombay 
Presidency by obeerving that the expenditure of 
the Government had been brought within the 
limits of ita current reaourcea and that it would 
be possible to carry on for the ensuing year without 
aaking the Council for fresh tuation. After two 

years' disturbance. political as well as economIC. 

34 
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the Presidency was now in a far stronger p08lbon 
than when the first budget under the Reforms had 
been presented. The Finance Member took this 
opportunity to discuss the position created by 
the Meston Settlement. He observed that Bombay 
and Bengal collected respectively income-tax 
exceeding 8 and 7 crores. but practically the 
whole of this was appropriated by the Central 
Government. 

Mr. Lawrence added: .. If we take into 
account both the income-tax and other revenues. 
then the total provincial contributions work out 
as follows: Bombay. 9 crares; Bengal. 7t crares; 
Madras."6 crores; United Provinces. 4 crares; 
Punjab. 2i crores; ar if we take the percentages 
of the total revenues collected within these pro
vinces. as shown in the budgets of 1922-23. then 
the percentage payments of the provinces are as 
follows: Bombay. 39; Bengal. 41; Madras. 31 : 
United Provinces. 26; Punjab. 24." 

In opening the budget session of the Legislative 
Council in February. 1924. the Governor of Boml>ay. 
Sir Leslie Wilson. pointed out "that it was a source 
of satisfaction that the Government could present 
a budget which. in spite of increased expenditure • 
• howed a surplus of revenue over expenditure. 
while maintaining such a balance as was neces
~ to keep in hand. having regard to the 
precarious character of the annual revenue of the 
province. This result had not been obtained 
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without the moat strinient economy, and he re
gretted that fuller provision had not been made 
for public services such as education, medical 
relief, roads and other public needs. He then 
criticised the Meston Settlement anel put forward 
an earnest plea for its revision. The . Finan?, 
Member stated that the province of Bombay' was 
contributing some 8 crores of income-tax to the 
Government of India, or 40 per cent. of the total 
income-tax of all India, and received nothing 
during the year 1923-24 out of all this vast 
revenue. This 'WIll due to the fact that the 
asseseed income for that year had been below that . 
of the datum line of 1920-21-a year of unexam
pled industrial prosperity. 1 

In the course of the year 1924-25, an unfortu
nate set-back occurred under the most important 
head of land revenue. The final accounts of 
the year showed a total decrease of 451 lakhs.' 
It thus became necellary to augment the 
income. But the proposal of the Government for 
the continuance of the enhanced rates of court-fees, 

l He, bo ..... , .... ti~Il •• with ~ 1M hd ....... . 
meoIiDa al the n...- MemIMon al 011 the ....m- _ ...... . 
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levied originally for a period of two years 
under the Court-Fees (Bombay Amendment) 
Act 1 of 1922. was negatived by the l..egialative 
Council. The revenue of the year 1924-25 
amounted to Re. 14'99 crores and the expenditure 
to Re. 14'72 crores. The proceeds of a loan floated 
during the year amounted to Re. 8'95 crores. 
and the loan expenditure was Re. 8'52 crores. 

The opening balance for 1924-25 was Re. 5'45 
Cl'ores and the closing balance Re. 4'67 crores. 
The reduction was due to the fact that 79 lakha 
of rupees were applied to the avoidance of debt. 
The Government had proposed to borrow this 
sum for irrigation. but owing to the increase in 
the opening balance they had met the expendi
ture on irrigation from balances instead of 
from loan money and saved thereby 41 Iakha in 
interest. 

On the occasion of Presenting the budget for 
1925-26. Mr. Lawrence pointed out that land 
revenue had ceased to expand for the time being. 
The Government had postponed the execution of 
revision settlements and aulfered 1088 estimated for 
the year at 41lakha of rupees. The extension of 
the period of settlements in Sind to 20 years 
had also. checked the increase of revenue. 
The demands for advance in every direction 
were very insistent. and the Government had had 
to reject and postpone many schemes which were 
admitted to be of great public importance. The 
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Finance Member said that. if extra taxation was not 
passed by the council. it would be necessary to 
cut down some of the services then being 
rendered to the public. He added that. as 
the frame-work of Government must be main. 
tained if the administration were not to be allowed 
to lapse' into chaos. it followed of necessity' that 
such retrenchment must be made primarily in 
those departments which ministered to the more 
advanced need. of the community.' 

The Finance Member pointed out that the 
Government of Bombay received. no benefit from 
the income-tax collected in the Presidency and 
they had lost no opportunity of expressing their 
protest against the system which was established 
under what was known as the Meston Settlement. 

During the year 1925.26. there ';Y88 again 
a aet-back under the head • land revenue.' 
There was also a drop in the next important 
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source of revenue, namely • excise.' Under 
• stamps. . the actual realisation fell short of 
the estimate of 1841 lakhs by about 9 Iakhs 
owing to continued depression in ttade. 
From • forests' the receipts were slightly in 
excess of the estimates. The operation of the 
entertainments tax was estimated to bring in a 
revenue of 9i Iakhs but a new measure providing 
for a tax on the totalizator having been sanctioned 
in the course of the year. the total revenue under 
this head amounted to 15! lakhs. The entertain. 
ments duty levied for admission to a race course was 
reduced from 50 per cent. to 25 per cent. ; and this 
was responsible for a decrease of revenue under 
entertainments . duty _ (excl uding the totalizator 
tax) from 91lakhs to 7! lakhs. 

When the budget estimates for 1925-26 were 
prepared, the Government was faced with a reve
nue deficit of 41 Iakhs. . It. therefore, placed be
fore the Legislative Council the following taxation 
proposals: (i) increase in court·fees. estimated 
to yield Rs. 181akh8' (ii) the levy of a tax on the 
ttansfer of property in the city of Bombay. which 
was ezpected to bring in 18 lakhs; (iii) a totalizator 
betting tax expected to produce 6 Iakhs. 

The taxation proposals were thus designed to 
leave a small surplus- of' Iakh. The Council. 
however. refused (in thebudget sessioll) to accord 
its sanction to the Transfer of Property Bill. and 
the Court-Fees Bill wa. not proceeded with by 
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the Government after its first reading. But the Coun
cil. in its July aession. pused a Bill empowering 
the Government 'to levy a tax up to 4 per· cent. of 
the money put in the tote. The Gov~nment. 
accordingly. levied hom December.192S, a tax of 
2i per cent •• and this brought in an additional 
revenue of 8 lakh.. In regard to expenditure 
it .hould be noted that. after the retrenchment 
effort of 1922. the effects of which luted over 
three years. the inevitable expansion had begun 
again. There were alight increases in many of 
the departments of administration. The contri
bution to the Central Government wu reduced by 
R •. 22 lakha. The accounts of the year 8tood 
thus: revenue. Rs. U'204 crores; expenditure. 
Rs. 16' 1 S crorea ; deficit. Re. 91 lalli. 

A deficit was apprehended for the year 1926-
27. some of the important heads of revenue having 
failed to come up to the mark. It thus became 
necessary to make an earnest effort to augment the 
resources. The l..egisIative Council had sanctioned 
for one year only the increases in stamp duties 
under the Indian Stamp (Bombay Amendment) 
Act of 1922. and the Bill to enhance court-fees 
which had been rejected by the Council in 
the previous year. was expected to bring in an 
additional revenue of 10 lakha. The anticipated 
revenue was not realised. and the total revenue 
under stampa was Ra. \'67 crorea as compared 
with Re. )'7S crorea in the previou8 year. 
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The Legislative Council also passed in March. 
1926. as a permanent measure. the Bill introduced 
by Government for levying an additional duty of 
2 per cent. on all transfers of immovable property 
within the town and island of Bombay. This tax 
was expected to bring in about Rs. II lakhs per 
annum. The expectation was not. however. fully 
realised. On the expenditure side. the Report 
of the Advisory Committee on the Back Bay 
Reclamation Scheme showed that there would 
be a 1088 of 3 crores; and the Government decided 
to provide annually from the general revenues 
a sum of Rs. 20 lakhs. representing interc:st and 
sinking fund on a 60 years' basis. 

In the course of his speech introducing the 
budget for 1927-28 the Finance Member. Sir Chuni
Ial Mehta. pointed out that the situation disclosed by 
the budgets of the past. two years could not be 
said to be satisfactory. The Legislative Council. 
the Government. and indeed. the whole Presidency 
had been at one in denouncing the Meston 
Settlement as being the ,oot of all the financial 
difficulties. There was aD impression abroad 
that greater economy could be achieved in the 
matter of public expenditure. but this view wu 
contrary to facts anel the experience of democracy. 
The activities of the Government were expanding 
in directions which were Dot only not contemplated 
before but where interference of the Government 
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wa. reeented a. objectionable. That the process 
of retrenchment could be carried on indefinitely 
and that it wae POllible to put "a limit on public 
expenditure would. he thouiht. be belied by the 
experience of every member who had taken part 
in municipal or local board admini.tration." Sir 
Chunilal pointed out that not only wae the Finance 
Department continuously cuttini down expenditure 
but had appointed a .pecial officer to examine 
every Department and .uggest in what directione 
further economies were poseible, The Finance 
Member also dealt with the allegation that the 
reserved departmente were allowed to obtain the 
major part of the revenues a. their share. while 
the tran.ferred departmente were allowed to 
languish and .tarve. If the figures for 1921-22 
were compared-with thOle for 1927-28. he eaid. it 
would be .een that while the expenditure on 
traneferred departmente had increased by over 44 
lakh •• the expenditure on the resenred departmentl 
had actually gone down by 15 lakh., The 
expenditure on education had increaeed from 1'72 
crores to 2'07 crores. while • police' showed • 
decrease of nearly 21 lakhs. 

Sir Chunilal Mehta also gave eome interestina 
figures comparina the relative unountl of taxa
tion in the vanOUI provincee and the JIlIlIlIl« in 
which the provincee .pent their money. He.Bid 
that. while it _ true that the per. capita revenue 
_ higher in Bombay than in the other provinces. 

35 
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it did not follow that the administration of Bombay 
was extravagant, The principal cause of the high 
per capita taxation 'Yas the large area administered 
with a comparative sparseness of the population. 
whic h made inevitable the employment of a larger 
number of officers per unit of the population than 
would otherwise be the case, Another important 
factor was the high incidence of salaries on 
account of the higher cost of living. a price' which 
Bombay must pay for being a more urbanised 
and industrialised province than any other in 
India, It was true that Bombay spent more on 
administration than other provinces. but he 
thought it was admitted that Bombay gave more 
and better services, Moreover. in other provinces 
the local bodies ,undertook many services and 
6nanced them from local revenues. whereas in 
Bombay those services were undertaken by the 
Government or mainly' 6nanced~by them,' 

The accounts of the rear 1927.28 showed a 
revenue of Rs, 13'95 erores and an expenditure 
(charged to revenue) of RH, 13'79 erores, In the 
revised estimates of 1928.29 a small surplus was 
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expected. the revenue and expenditure being esti· 
mated at Re. 14'43 crores and 13'79 crores 
respectively. For the year 1929·30. a revenue 
of Re. 14'41 crore. and an expenditure of Re. 
14'40 crores have been estimated. If the expec
tations are realised. the two 8ides of the budget 
will jU8t balance each other. but there will be 'very 
little in the way of a 8urplus.. ' 

When ~e budget for 1921.22 WB8 framed. 
the United Provinces had an opening balance of 
Re. 89 lakhl.1 The revenue WB8 estimated at 
13'30 crores. but anticipation. were dieeppointed 
in the cue of excise. forests. and land revenue. 
and the actual receipts amounted to only 
Re. 12'38 crorea. On the expenditure aide. the 
charges against revenue (including the provincial 
contributions) were' estimated in the budget at 
Re. \3'66 crorea. The actuale roee to Re. 13'86 
croreI. the excell beina accounted f« by. the 
discount and interest charges on the loana raieed 
during the year. Thus there wu a deficit of 
nearly 1'48 crorea in the accounts of the province 
in the &rat year of the reformed Iystem. The 
revenue of the year 1922·23 was estimated in the 
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budget at Rs. 13'33 aores. but the revised esti
mate fell to Rs. 12'56 crores. The final result 
was that at the end of 1922.23 the province had 
a deficit of nearly 65 lakhs. 

One of the causes of the unsatisfactory finan. 
cial position .af the province was the miscalcula· 
tion of the Committee on Financial Relations. 
They had estimated the normal revenue of this 
province at 12'32 aores and the normal expendi. 
ture at 8'35 aores. In their estimate of revenue 
the Committee were not far wrong. But their 
calculation of normal expenditure was very wide 
of the mark. Including the contribution of 2'40 
aores. the Committee' s .. normal .. expenditure 
was IO·75aores. whereas the expenditure for 
1921.22 was 13'86 aores. and the expenditure in 
the following year was about 13'29 aores. Thus 
in the first two years of the new system the actual 
expenditure exceeded the Committee' 8 estimate 
by no leas than 5'65. aores. 

Expenditure in excess of revenue was met 
from the United Provinces Loan Account. This 
loan was raised in the open market in 1921. ita 
immediate purpose being to finance the construc
tion of the Sarda canals. which were estimated 
to cost. eventually 10 aores. Apart. however. 
from the Sarda canals. funds were urgently 
required for general devdopment. J The total 

I Thia Iaaa. wu aD ,d'pte'jon 01 • form 01 .... .....,m. ia 
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proceeds of the loan (face value) were just under 
4'20 eroree, The capital expenditure !=harged to 
the loan amounted in two years to 2'30 erores . 

. The year 1922.23 had very much the same 
financial features as the previous year. namel)'. 
a fan in income and a rise in ezpenditure, It 
closed with a total balance of Re. 1'38 erores. 
Still. as was remarked by the Accountant·General. 
the accounts of the year showed that it was a year 
of adversity and that curtailment of expenditure 
was absolutely necessary. if no furth er improve
ment of revenue was possible. 

The year 1923·24 opened with a determined 
attempt to remedy the serious position reached in 
the two preceding years. when part of the proceeds 
of the Provincial Development Loan had to be 
used to defray ordinary recurring expenditure. 
Stamp duties and court.fees were enhanced. and 
a to was imposed on motor vehicles. On account 
of continued depression in trade. however. the 
stamp revenue of the' year fell short of expecta. 
tions by some 26 lakha. Even so. the total 
revenue rose by 23 lakhs above the previous 
year'. total. while the measures of retrenchment 
adopted by nearly all the departments produced a 
saving of 2S lakhs on the budget estimate fer the 
year'. working. 

A-a uad bow. .... 1baIt.d...... It _. • .... '-
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At the end of the year, in spite of a revenue 
deficit of 1'63 crores and an increase in indebted
ness to the Government of IAdia, the prospecb 
were considerably brighter than at the start. The 
mptor tax, which in the course of its existence yield
ed some 2 lakhs of revenue, was taken off by the 
Legislative Council. The finances of the province 
had thus begun to make a quiet and steady progress. 
The Economy Committee, whose report was 
published in February. 1924. made very sweep. 
ing recommendations in regard to every depart
ment. This was immediately followed by order. 
of the Government giving immediate effect to 
such of the recommendations as were deemed 

. practicable and likely to result in savings without 
loss of revenue or of essential efficiency. Not all 
the proposals of the Economy Committee. 
however. met with favour .. even from the keenest 
"J • 

protagonists of retrenchment.' 
When the year: 1924-25 opened. the 6nimcial 

prospects were quite favourable. The budget 
provided for receipts under revenue heads amount
ing to Rs. 12'54 aores. Including debt heads. 
the closing balance was estimated at Rs. 1'05 
crores. of which Rs. 62 Iakhs belonged to 
the Famine Insurance Fund and Re. 43 Iakhs 
were available for general purposes. But the 
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disastrous Boods of September, 1924, upset all 
calculatiolll. There were heavy 108IeI under the 
heads • land revenug' and • irrigation,' and the 
cost of restoring damaged canal works. roads, 
bridges and buildings and of _wting District 
Boards to restore similar damage in their spheres 
of operation came up to a high figure. BeSides. 
cOllliderable sums were advanced as taqavi 108111. 
The total burden imposed on the province was 
about RI. 1'27 crores, of which about 751akha 
fell in the year 1924-25. The revenue receipts 
of the year 1924-25 amounted to RI. 12'39 crores. 
while the expenditure was Rs. 12'82 crores. 
Under debt heads the total receipts amounted to 
RI. 1'88 crores and capital expenditure to 
RI. 2'14 crores. At the close of the year. 
therefore. iIlItead of a surplus of 8 lakha there was 
actually a deficit of nearly RI. 43 lakha. 

The effect of the Boods was also reSected hi 
the budget for 1925-26. The Government anti
cipated a considerable deficit. The Court Fees 
{Amendment} Act ceased to have effect &om 
the 1st May, 1924, leading to a reduction of stamp 
revenue. The I..egialative Council declined to 
aanction an extension of the Stamp Amendment 
Act. which raiaed the deficit to RI. 50 lakha. 
Fortunately. just when the Ifinancial year c0m

menced. the Government of Ilndia announced that 
they would reduce the contribution of the province 
by 56lakha. i •••• &om RI. 240 lakha to RI. 184 
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Iakhs. This concession was expected not only 
to cover the deficit but leave a substantial surplus. 
The financial position of the province at the end 
of the year was quite satisfactory. but on account 
of the additional expenditure incurred to meet 
the supplementary demands. the year closed with 
a deficit of Rs. 30! lakhs. There was a balance 
of Rs. 52 Iakhs only. while the progressive 
revenue deficit increased from Rs. 1'83 crores to 
Rs. 2'14 crores. 

Further loans of nearly two crores were taken. 
of which one and a half crores were expended on 
productive as well as unproductive works. The 
amount spent on the former was divided between 
the Sarda canal and the town improvement trusts 
of Allahabad. Cawnpore. and Lucknow. The 
loan for unproductive purposes was spent chiefly 
on police buildings and roads. There was a 
closing balance of nearlY Rs. 50 lakhs from loans 
taken from the Gentral Government. Certain 
changes in the system . of accounts caused the 
balance of the United Provinces Development 
Loan to rise to Rs. 1'86 crores. 

In 1926.-27. a further remission of)5 lakhs 
in the provincial contribution improved the 6JlaJl
cial position of the United ProVinces. But unexpect
ed expenditure in the form of arrears of interest. 
,due to a change in the dates of payment decided 
upon by. the Central Government. and charges 
on account of military pensions and contributions 
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of which no notice had been given at the time of 
framing the budget. caused the anticipated ex-' 
penditure for the year to exceed the estimates. 
As a matter of fact. a variety of circumstances 
contributed to financial instability in 1926-27. 
Receipt. fell short by a 8ubstantial amount. while 
the expenditure was considerably in excess. The 
year closed with a small revenue surplu8 of Re. 5 
lakhs. In the budget estimates for 1927-28. an excess 
of charges over receipts was anticipated. The 
entire remission of the contribution by the Govern
ment of India. however. not only improved. but 
completely changed. the situation. In consequence 
of this remission. a new expenditure of Re. 36 
lakhs was sanctioned. The year 1927-28 actually 
dosed with a revenue surplus of Re. 1'12 crores. 

The budget estimates for 1928-29. on the 
expenditure side. allowed for 22 Iakha of new 
charges. 80 per cent. of which was to go to 
the transferred subjects. It was during this 
year that the province' was able to look upon 
the future not only with hope but with confidence. 
New land settlements that had already begun 
were expected to add considerably to the 
resources of the province. It was also hoped 
that the Sarda canal. expected to be complete 
in 1930. would yield progressive increments in 
revenue. 

The revised estimates for the year 1928-29 
showed a revenue of Re. 12'05 crores and an 

36 
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expenditure on the revenue account of Rs, 12'26 
crores, For the year 1929-30. a revenue of 
Rs, 13'07 crores and an expenditure of Rs, 12'38 
crores have been estimated, 

Under the financial arrangements introduced 
in connexion with the Montagu-Chelmsford 
Reforms. a predominantly agricultural province 
like the Punjab was undoubtedly a gainer, In the 
first year of the new system. this province gained 
under land revenue Rs, 1'19 crores; stamps. 
Rs, 41 lakhs; excise. Rs. 58 Iakhs;' irrigation 
(major works). Rs, 2'43 crores; in all there was 
a gain of Rs, 4'61 crores. Against this must be 

. set the loss of income-tax (Rs. 23Jakhs). and 
of the assignments from the Central Government 
(Rs. 50 lakhs). The real gain to the province 
was thus Rs. 3'88 crores. But as the province 
was called upon to Pl,ly a contribution to the 
Government of India of Rs. 1'75 crores. the net 
gain was reduced to Re, 2'13 crores in the first 
few years of the reformed system. A large part 
of this sum. amounting to Rs. 1'54 crores. was. 
however. devoted to extra expenditure on irriga
tion, interest on loans. and other small items, 
For ordinary expenditure, therefore. an additional 
revenue of Rs, 591akhs was available in 1921-22, 
But. as a matter of fact. the year ended with a large 
aeficit:· The main reason for this was that a large 
additional expenditure was incurred owing to a 
substantial increase in the pay of establishments 
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necessitated by the rise in prices. Besides. on the 
income side. ·there wall a fall in land revenue 
and excise due to bad harvests.1 

This financiat difficulty led the Government 
to consider the questions of retrenchment and 
imposition of additional taxation. It was. of 
course. undesirable to curtail productive expendi. 
ture on irrigation and forests which yielded large 
net profits to the Government. Retrenchment in 
expenditure being found difficult. the only a1terna· 
tive left to the Punjab Government was the imposi. 
tion of additional tuation. 

The revenue of the yearamounted to Re.8·77 
crores. and the expenditure to Re. 10'85 crores. 
There was thus a revenue deficit of Re. 2'08 crores 
on the first year', working. The opening balance 
of the year wall Re. 1'40 crorea. The whole of 
the balance was exhausted before the end of the 
year. and an advance of Re. 65 Iakha had to be 
taken from the Government of India to meet the 
remainder of the revenue deficit. The Govern. 
ment felt justified in incurring large capital ex· 
penditure. f« ,uch expenditure. instead of being 
a drain OD the resources of the province. was 
directly remunerative. It may be mentioned in 
thill connmOD that 800Il after the introduction of 
the Ref«ms. • new departure was made in the 
budget I)'Item in the Punjab. by which capital 
receipts and expenditure were entirely aeparattd 

• hnift "ewnoioL Ii. R.....,. ""..D. 
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from revenue receipts and expenditure.' The net 
capital deficit in 1921-22 amounted to Rs. 88 
lakhs. Of the capital deficit. Rs. 35 lakhs were 
met by loans from the Government of India. and 
the remaining Rs. 53 lakhs by withholding the 
payment due to the Government of India on 
account of the balance of the Provincial Loan 
Account. 

During the year 1922-23. the income amounted 
to Rs. 9'74 crores and the expenditure to Rs. 10'61 
crores. There was thus·a deficit of Rs. 87 lakhs 
on the revenue account. It was. therefore. decided 
to augment the resources of the Government by 
enhancing stamp duties and court-fees. A raising 
of the canal rates was also seriously considered. 
The Council. however. ,rejected a Government 
motion to appoint a Committee of Ways and 
Means to examine J;J1ethods of raising new 
revenue. There was also a capital deficit which 
was met by a further loan of Rs. 41 Iakhs from 
the Government of India. But it was felt that 
the Government of India would be unable per
manently to finance the province by loans. ~ 
that it would be necessary for the province itself 
to raise money on its own credit. A. a step 
towards this. the~unjab Government issued a 

• , P....;.I> Adminiolndi_ ~ "21-2J. A farther chup III 
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loan at 61 per cent.. of which Rs. 1'92 crores 
were taken up. This helped to cover not only 
the capital expenditure for the year. but also to 
repay the overdrafts from the Government of 
India on revenue account. 

A revenue deficit of Rs. 63 lakhs was appre
hended when the budget for 1923-24 was framed. 
The occupiera' rates on canal-irrigated lands were 
raised by executive order as the only available 
method of obtaining increased revenue. The 
actual working of the year. however. showed an 
income of RI. 10'21 crores and an expenditure 
of RI. 9'79 crores. leaving a revenue surplus of 
RI. 42 lakhs. Thus financial stability was attained 
in the province in the third year of the reformed 
system of administration. 

In presenting the budget for the year 1924-25. 
the Finance Member emphasised the importance 
of caution in embarking on new recurring expen
diture. Land revenue and excise were subject 
to considerable fluctuations. and it was thought . 
desirable to provide for lean years. This necessit
ated the search for new sources of income. A 
Stamp Act Amendment Bin and a Motor VelUdes 
T uation Bill were pas:sed. 

The 6nancial position was outlined by the 
Governor in his speech opening the 1923-24 
session of the Council. He said: "Our capital 
position is good; we have already disCharged 
half of the obligations incurred with our bankers 
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during our years of heavy deficit : the rest we 
have placed on a sinking- fund basis. We can 
count with confidence on larger capital receipts 
which will sensibly lessen the amount of loan 
money required to meet the commitments on our 
irrigation scheme. The revenue position. if not 
so bright. is nevertheless now on a sound basis. It • will need careful nursing for some three years 
until our new· ventures begin to recoup us for 
the expenditure incurred on them. At the end 
of that period. we may look with some confi
dence to a time when we can make a serious 
step forward in the expansion of those beneficent 
agencies which go to build up the character. th~ 
wealth. and the material comfort of the pro-

• ,. 1 
vmce. 

The income of the Punjab Government during 
the year 1924-25 aho}\7ed a large increase. the 
total amount being Re. 10'86 crores. Against this. 
there was an expenditure of Rs. 9'70 crores. 
There was thus a substantial surplus of Re. 1'16 
crores on the revenue account. 

The financial improvement which began in 
1923-24 went further in 1924-25 and became parti
cularly marked in 1925-26. A net remission of 
Re. 56 lakhs made hy the Government of India in 
resped of the provincial contribution after the 

'original budget had been voted. entirely altered the 
complexion of the provincial finances. In May. 



FINANCIAL POSITIONS OF TIlE PROVINCES 287 

1925. the Government announced the remission of 
water-rates on fodder-crops at an annual loss of 
Rs. 171lakhs and a reduction in the scale of muta
tion fees at a 1088 of Re. 3 lakhs. At the same 
time. demand. were voted for large programmes 
of development in the various departments. and 
the estimates eventually provided for • small 
deficit on revenue account of Rs. 5 lakhs. It was. 
however. found impOl8ible to work up to these 
large programmes during the year. and the actual 
expenditure on revenue account was Re. 56 lakhs 
1_ than the budget estimates. The surplus thus 
created was swelled by unexpected increaSes of reve
nue. Land revenue and canal receipts were much 
larger than had been anticipated. owing to favour
able seasons and to high prices of cotton. The 
yield from excise was greater than was expected. 
owing partly to increased consumption and higher 
auction fees. The revenue from stamps was also 
abnormally high; and though Rs. 40 lakhs of the 
extra revenue was ciedited to extraordinary 
receipts. 1 the actuals were stilI above the original 
estimates. The net result was that the ordinary 
income of the year 1925-26 was Re. 11'39 crores. 
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and the expenditure. Rs. 10'26 crores. There was 
thus a large revenue surplus of Rs. 1'13 crores.' 

During the year 1920..27. there was a further 
remission of the provincial contribution to the 
extent of Rs. 28 lakhs. This. however. was 
counterbalanced. in part. by a reduction in 
court-fees and a falling-off in irrigation receipts 
owing to a partial cotton failure. The general 
opinion in the Legislative Council was in 
favour of a large measure of relief from taxation 
than the 17 lakhs it was decided to remit. but the 
claims of development were also generally recog
nised. The receipts were Rs. 10'87 crores includ
ing 10 lakhe transferred from the Revenue Reserve 
Fund. while the expenditure. including a transfer 
of Rs. 20 lakhs to the Revenue Reserve Fund. was 
Rs. 10'85 lakhs. Revenue receipts; excluding 
extraordinary receipts.' thus exceeded revenue 
expenditure by two lakhs. The increase in ex
penditure was mainly due to expansion in the 
education. medical. public health. agriculture. 
and co-operative departments. besides addi
tional charges entailed. by the recommenda
tions of the Jail Enquiry Committee. an addition 
to the cadre of Extra Assistant Commissioners 
and an increased outlay on buildings. roads. and 
drainage works. The capital expenditure exceed
ed the capital receipts during the year by Rs. 2'09 

• 
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crores which was met from extraordinary receipts. 
No loan was taken from the Government of India. 

The final accounts of the year 1927-28 showed 
a revenue of Ra: 12'06 crores and an expenditure 
(charged to revenue) of Ra. 11'86 crores. In the 
revised estimates for 1928-29. the revenue was anti
cipated to be Rs. II' 51 crores and the expenditure 
Ra. 12'02 crores. The deficit was due to the fact 
that the expenditure included a large capital sum 
charged to revenue amounting to Ra. 72 lakhs. 
Besides. there was a blighted wheat harvest 
which was followed by a cotton crop mucli 
below the expectations of the Government. But 
as the Finance Member observed in the l...egis.. 
lative Council. the fianancial system of the 
Punjab was "no fair weather structure." The 
strain was withstood. and in face of all 
disappointments the policy of development was 
steadily pursued. The total revenue and expen
diture (charged to revenue) for 1929-30 have been 
estimated at Ra. 12' 54 &ores and Ra. 11'49 crores 
respectively. The latter includes a capital ex
penditure charged to revenue amounting to 
Ra. 30t lakhs. 

The financial settlement with Bengal left the 
province with sources of income most of which 
were very inelastic. Cooaequendy. the &nanciaI 
history of Bengal in the 6rat three years of the new 
system was a record of the endeavour to balance 
the two aides of the budget by a rigid curtailment 

37 
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of expenditure on the one hand. and by increased 
taxation on the other. When the Finance Member 
presented the first budget under the Reforms. he 
was faced with a deficit of Rs. 2·08 crores. Under 
the heads of revenue assigned to the province. the 
receipts were estimated at Rs. 10·81 crores. while 
the expenditure charged to revenue was expected to 
amount to Rs. 12·89 crores. One of the main 
causes of the increased expenditure was the en
hanced pay which it was necessary to give to all 
the services. in view of the economic situation 
arising out of the War. Another cause was that 

. during the War expenditure had been kept under 
check 80 that even measures of ordinary main
tenance had been suspended or curtailed. The 
position was a difficult one; it was recognised 
that it would not be fair to prejudice the chances 
of success of the RefQrma by asking the Legisla
tive Council to face fresh taxation at the very start. 
The Finance Member. therefore. proposed to meet 
the delicit out of the provincial balances which 
then stood at Rs. 2·48 crorea •. in the hope that 
before the time came for the framing of another 
budget there would be an improvement in receipts 
and a diminution in liabilities. I . 

By the time the budget for 1922-23 came to be 
prepared it was clear. however. that these expec
tations were not likely to be realised. flo. a result 
of the protests of the Provincial Government the 

t ~ .... ",. Admi-'-fII....,. Im-D. 
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Government of India agreed· to waive the contri
bution of Rs. 63 lakhs for a period of three years. 
But this relief fell far short of the requirements of 
the province. Attention was then directed to eco
nomy in administration. and the different depart
ments were subjected to rigid scrutiny to 6nd _what 

. retrenchments were poesible. It was decided that 
the creation of the new district of HijIi on which 
considerable sums had already been spent. should 
remain in abeyance. that the activities of the pub
lic works department should be restricted only to 
works in progreee. and that the settlement pro
gramme should be reduced. In these and other 
ways it was thought that a retrenchment to the 
extent of Re. 89} lakhs would eventually be 
eecured. As against this. there were lOme un
avoidable increases amounting· in all to Re. 17 
lakh,. 

But even at this reduced level of efficiency. 
there was a prospective deficit of Re-. 72} Iakha. 
It was. therefore. no longer poeeible to avoid 
fresh taxation. Three T uation Bille were in
troduced in February. 1922. two of them for 
amending the Stamp and Court-Fees Acts. and the 
third for imposing a tax on amusements. It 
was estimated that the new duties would bring in 
over a crore and a half of rupees. By the end -
of the 6nancial year. these anticipations were 
found to be too optimistic. The ~iaed estimates 
showed a large saving. owing to retrenchment. 
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but there was a substantial decrease in receipts. 
The actual accounts of the year 1921.22 turned 
out to be as follows: Receipts. Rs. 9·87 crores; 
Expenditure. Rs. 12·53 crores. There was thus 
a huge deficit of Rs. 2·66 crores. This was met 
out of the opening balance. 

During the y~ 1922.23. the Finance Depart. 
ment was compelled to curtail expenditure to a 
silll further extent. providing only for the barest 
needs. of the administration. The collections 
from additional taxes in the course of the 
year was expected to restore equilibrium and leave 
a reasonable surplus. but once more anticipations 
failed to materialise. By September it was evi· 
dent that the yield of the increased stamp duties 
and the amusement tax was likely to belie ex· 
pectations. The Government was thus faced 
with another Iarg~ deficit. It was necessary. 
therefore. to take immediate measures to enforce 
all possible economy and to suspend the ex· 
penditure sanctioned by . the Council on schemes 
which had not been put in operation or to which 
the Government was not committed. A strong 
Committee was appointed with Sir R. N. Mooker· 
jee. one of the most successful businessmen of 
India. as Chairman. to suggest measures of 
retrenchment. 
, These measures produced the desired effect. 
and the net result of the year's working was the 
comparatively small deficit of Rs, 26 Iakhs. the 
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total revenue amounting to Rs, 9'85 crores and 
the expenditure to Re, 10'11 crores, 

At the time of framing the budget for 1923·24. 
it was estimated 'that' the year's revenue would 
amount to Rs, 10'20 crores and the expenditure to 
Re, 10'14 crores, Actual collections. however. 
fell slightly ahort of the estimate; and the reo 
trenchment which wal made in pursuance of the 
recommendations of the Bengal Retrenchment 
Committee. in addition to the economies eJfected 
in the previoul year. led to a considerable 
reduction in expenditure, The actual accounts. 
therefore. stood thus: Revenue. Re, 10'13 
crores: Expenditure. R., 9'78 crores, There was 
thul a surplus of 35 lakhs of rupees, 

Durinll the following year. there wu lome 
increase in revenue owing mainly to an improve
ment in the receipts from non·judicial stamps, On 
the other hand. the expenditure wu kept rigidly 
down. postponina even the moat urgent meuurea 
of development in the nation.building departments, 
The result wu that the actual income and expendi. 
ture amounted to Re. 10'31 crorea and Re. 9'76 
crores respectively. givinll a aurplua of 55 lakhs of 
rupees on the working of the year, 

In presenting the estimates for 1925-26. the 
finance Member again dwelt on the inadequacy of 
the revenue allotted to the province by the Meaton 
Committee and the further inequity of the provin· 
cial contribution which had to be provided far in 
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the budget pending the decision of the Central 
Government. He pointed out how it had been 
impossible, ever since the fateful award, to embark 
on any new schemes, involving a permanent charge 
on the revenue. .. We have not," he said, 
.. abated our claim for an entire revision of the 
Meston Settlement, .but we cannot go on marking 
time and allowing the proceeds of our new tuation 
to be swallowed up merely in maintaining the 
normal wants of the administration without making 
any progress or development." The estimates 
(omitting the provincial contribution which was 
remitted by the Government of India) anticipated 
receipts and expenditure of Re. 10'55 crores and 
Re. lO'n crores respectively. On account of the 
apprehended deficit, the registration fees were 
considerably enhanced. The actual receipts and 
expenditure of the year amounted to Re. 11'04 
crores and Re. 10'60 crores respectively, leaving a 
surplus of Re. 44 lakhs. The heads of. revenue 
which exceeded anticipations by a large margin 
were stamps, forests. and registration. Under the 
last head. the improvement was due to additional 
tuation, and amounted to 52 per cent. of the 
income derived from this source. 

The budget for 1926-27 was the first in which 
the Finance Member was able to provide ema11 
~, recurring and non-recurring, for an exten
sion of existing activities and the devdopment of 
a few inexpensive schemes. This was poII8Ible 



FINANCIAi. POSITIONS OF THE PROVINCES i9~ 

because it was assumed that the provincial contri
butions would not be levied again. The resources 
of the province were. however. still extremely 
limited. and it was felt that no real progresa wu 
poaaible until a fresh settlement was vouchsafed 
to Bengal which would be more in accord with the 
need. of the province. The actual receipts and 
expenditure of the year amounted to Re. 10' 50 
eroree and Re. 10'70 eroree respectively. leaving 
a net deficit of about 20 lakh. of rupees. This 
wu met out of the opening balance. 

The year 1927.28 ended with a small delicit 
of Ra ... Iakha. In the course of hi. budget speech 
in 1928. the Finance Member referred to the 
Statutory Commission and said that the Govern. 
ment oE Bengal would urge that the Financial 
Settlement was wrong ab initio and treated Bengal 
moat unfairly. and that it must be completely 
revised if the' new constitution wu to have any 
chance of aucceal in ~aI. For the year 1928-29. 
• deficit of about Re. 25 Iakha was estimated; but 
• windfall of Re. 52 Iakha which the Government 
received during the year .. probate duty OIl. rich 
estate. together with reduced ezpenditure under cer

tain heada. was ezpected to convert the delicit into 
• surplua of Ra. 41 Iakha. A revenue of Re. 11'11 
c:rorea and an expenditure of Rs. 11'73 c:rorea have 
been estimated in the budget for 1929-30. 

During the year 1921.22. the Government of 
Burma had an exceptionally large balance at ita 
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disposal on accoulit of the profits which had 
accrued from rice control during the previous 
year. The total amount of these profits was 
nearly 91 crores of rupees. and as it was im
possible to arrange for the economical expenditure 
of such a sum except over il long period of years. 
the Provincial Government decided to repay to 
the Government of India in one instalment the 
entire amount (Rs. 3·38 crores) of the outstand
ing balances of the provincial loan account and 
capital expenditure on major irrigation works. 
For this purpose. a temporary loan was taken 
from the rice control profits fund. which was 
to be repaid in equated instalments to that fund 
in 20 years out of the ordinary provincial re
sources and to bear the same rate of interest as 
would have been charged by the Government of 
India. The payment of interest to the Central 
Government was thus saved to the advantage 
of rice control prOfits. without detriment to their 
ultimate expenditure on the purposes to which 
it had been decided to devote them. J The total 
provincial receipts for 1921-22 were Rs. 10·12 
crores. while provincial expenditure was recorded 
at Rs. 9·98 aores. 

In, 1921-22 and 1922-23. a contribution of 
Rs. 64 Iakhs was required from the Government 
of Burma by the Central Government. The 

• B"""" AJminUlrGlion 1Uport. 1911·ZZ. 
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total provincial revenue for 1922-23 was Ra. 8'95 
crores and the expenditure was Ra. t t '11 crores. 
The moat important items in the increase of expen
diture were the issue of 10IIIlI of Ra. 50 lakhs and 
Ra. 10 lakhs respectively to the Rangoon Port 
Trust and the Rangoon Development Trust. . 

The total receipts in 1923-24 were Re. 8'84 
crores. while the provincial expenditure was 
Re. 9'84 crores. There were considerable increases 
in expenditure under civil works. education. ad
ministration of justice. and jails. balanced to some 
extent by a large decrease under 10IIIlI and 
advances. There was also a substantial increase 
of expenditure dasaed as miscellaneous. due to 
larger contributions to local funds. During the 
year a Retrenchment Committee. appointed as the 
result of a resolution passed in the Legislative 
Council. held prolonged sittings to investigate the 
possibility of cutting down expenditure in various 
directions and made a number of recommenda
tions for the more econ~ca1 and efficient work
ing of the different departments. 

The total provincial revenue in 1924-25 
amounted to Re. 10'23 ~. an increase of 
RI. t '38 crorea. Provincial expenditure for the 
year rose by about RI. 99 lakhs to RI, 10'47 
crorea. The provincial railways were taken 0_ 
by the Railway Board from the 1st April. 1924. 

In 1925-26. the contribution required from the 
Government of Burma by the Central Government 

38 
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was reduced by Rs, 19'65 lakhs, The year's 
prOvincial revenue amounted to Rs, 10'65 crores
an increase of Rs, 42 lakhs compared with 
the realisations of the previous year, while ell
penditure rose from Rs, 10'53 crores to Rs, 11'25 
crores-an increase of Rs, 78 lakhs over the 
previous year's figure, In 1926-27, the contri
bution required to be paid by the Government 
of Burma was further reduced, The total provin
cial revenue for the year 1926-27 amounted to 
Rs, 10'56 crores. a decrease of Rs,9 lakhs as 
compared with the realisation of the previous 
year. while the expenditure tose by Rs, 67 lakhs 
to Rs, 11 '92 crores, The increased provincial 
expenditure was due. among' other causes. to 
the higher cost of the police which absorbed 
a considerably larger sum than in the year 1925-26, 
This was necessitated' by the reorganisation of 
the system on the fecommendation of the Police 
Enquiry Committ~. and an increase in the district 
executive force, 

The final accounts of the year 1927-28 showed 
a revenue of Rs, 10'73 crores and an expenditure 
of Rs, 11'97 crores, In the revised estimates 
for 1928-29. a revenue of Rs, 10'72 crores and 
an expenditure of Rs, 11'78 crores were expected, 

,The budget for the yeal: 1929-30 shows a revenue 
estimate of Rs, 10'59 crores and an anticipated 
expenditure of Rs, 11'37 crores, The latter in
cludes about Rs, 50 lakhs of new expenditure, 
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The finances of Behar and Orissa presented 
difficulties at the very outset which exceeded those 
with which the other provinces were faced. owing 
to three main distinguishing features. In the lirst 
place. the Government of Behar and Orissa is. 
relatively to its size and population. the poorest 
in India. Secondly. it is the youngest major 
province and is. therefore. faced with the neces
sity of abnormal initial expenditure. Thirdly. its 
revenues lufler from a peculiar lack of elasticity. 
The greater part of the province is permanently 
aettled. which means that the land revenue is 
fixed. The mineral resources of Chota Nagpur 
are very larie. but under the Meston Settlement 
the provincial finances derived very little benefit 
from them. Though the future possibilities of 
increased forest wealth are considerable. the yield 
during these yeara wu not large. The expansion 
of revenues from irrigation is conditional on the 
ability of the Governmtrnt to incur heavy capital 
expenditure. which the province wu not able to 

afford.' 
These obatacles to the expansion of provincial 

revenues &ave rise to widespread uneasmesa in the 
Council. At the beginning of the financial year 
1921-22. the opening balance stood at a little over a 
crore of rupees. When the budget wu introduced. it 
wu estimated that the recurring revenue would 

l ......... 0.;.. .. "". 
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amount to well over Rs. 4'71 crores, while the 
expenditure was estimated at about Rs. 4'67 crores. 
But by the end of the year the situation had mate
rially altered. As a result of the non-cooperation 
movement there was a large fall in excise revenue 
and a considerable reductio. in receipts for 8tamps. 
On the other hand. the expenditure was substantially 
in excess of the estimates. The Council. however. 
showed reluctance in the matter of levying addi
tional taxation. and urged the appointment of a 
Retrenchment Committee. The deficit was met 
out of the opening balance: but it was felt that 
additional taxation could not long be avoided. 

The recommendations of the Retrenchment 
Committee received the attention of the Govern
ment. but it was found that. as the scale 
of expenditure of the province was very low. 
economy could not be c3rried far without loes of 
efficiency. At the time when the budget for 1922-
23 was introduced into the Council. the 6nanciaI 
situation was a gloomy one. In spite of the strictest 
economy and Control of expenditure. the budget for 
this year allowed for an excess of expenditure over 
revenue of Rs. 53 lalli. and the closing balance 
at the end of the year was estimated at only Rs. 7 
lalli. Thi8 acute financial position once more led 
members of the Legislative Council to complain 
of the small measure of financial control vested in 
that body under the reformed constitution. and 
induced them to criticise the Ministers for Dot 

• 
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lecuring a larger proportion of the provincial 
revenue for the· transferred subjects. Many reduc
tions were also made by the Council in the 
demands for grants. Resort was. therefore. had 
to increased taxation. The Le8'islative CouncU 
sanctioned an increase ill the registration fees. and 
in the court-fees payable for civa and criminal 
litigation. An appreciable increase of revenue was 
also secured as a reault of the arrangements made 
with the Government of Bengal in regard to the 
collection of income-tax. I 

There was another method by which it was 
hoped to be able to increase provincial revenue 
from the mineral reaources of the province. A 
large portion of the iron ore was in estates which 
were the property of the Government. and through
out the year discussions took place between vari
OUI companies and the provincial Government as 
to the form and manner in which the State should 
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take its share of the profit from minerals. The 
gloomy forebodings of March. 1922. however. did 
not come true. The obligations of the financial 
year 1921 -22 were met with the help of only a 
trifling inroad on the provincial balance. In the 
course of the year 1922-23 the financial position 
of the Govenuilent showed signs of material 
improvement. owing partly to an increase in 
revenue and partly to diminution in espenditure. 

At the end of the year it was found that the 
receipts were actually in considerable excess of the 
expenditure. After that date the provincial 
balance steadily increased. and the financial 
position no longer gave rise to acute anxiety. 
The accounts for 1923-24 showed that the 

I ·closing balance of the year was about Rs. 1 '76 
crores. In the budget for 1924-25 the revenue was 
estimated at Rs. 5'34 crores and the espenditure 
at Rs. 4'91 crores. In these circumstances, the 
Government felt justified in carrying a step further 
the policy on which they had cautiously embarked 
in the preceding year. namely. that of lIIUlCtioning 
new schemes of activity in the various departments 
of administration. and thus undertaking fresh 
financjalliabilities often of a recurring nature. 

The financial position of the province improved 
still further in the course of the year, and showed 
a surplus of Rs. 23 lakhs even after a substantial 
sum had been devoted to new schemes of develop
ment. The year 1925-26 opened with a balance 
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of Re. 1'86 crores. of which nearly Re. 40 lakhs re
presented the Famine Insurance Fund. Revenue 
was estimated at Re. S'44 crores. while expenditure 
chargeable to revenue. without providing for new 
echemes. worked out to Rs. S'20 crores. It was 
eventually decided to allot Re. 47i lakhe to· new 
echemes. which was to be met out of the balances. 

When the budget for the year 1926-27 was 
introduced. it was estimated that the opening 
balance would be about Re. 2'04 crores. The 
revenue for the ensuing year was calculated at 
Re. S'69 crores and the expenditure at Re. S'49 
crorea. It was decided. however. to utilise a 
portion of the accumulated balance for the purpoee 
of development echemes. and new expenditure 
was eanctioned to the extent of over Re. 62 
lakha. in addition to Re. S lakhe epent in the shape 
of new loans and advances. When the year dOled. 
it was found that the actual poeition was more 
favourable than had ~ anticipated. The doeing 
balance was now estimated at about Ra. 1'63 
crores. The actual accounts of the year etood thue : 
Revenue. Re. S'74 croree: Ezpenditure. Ra. 6'OS 
crores: Deficit. Ra. 31 lakhe. 

The year 1927-28 doeed with • revenue of 
Ra. 6'14 crores and an expenditure of Re. 6'13 
croree. In the revieed estimates of 1928-29 the 
revenue was expected to amount to Ra. 6'18 crores 
and the expenditure to Ra. 6'38 aores. For the 
year 1929-30 •• revenue of Ra. 6'19 crores and 



304' PROVINCIAL FINANCE 

an expenditure of Rs. 6·68 crores have been 
estimated. 

In the Central Provinces, the year J 92 J .22 
started with an opening balance of Rs. 5 J lakhs, 
and was expected to close with a balance of Rs. 3~ 
lakhs, the estimated receipts and disbursements 
being Rs. 6·08 crores and Rs. 6·56 crores respec
tively. The actual figures were: Receipts, Rs. 6·38 
crores (including the opening balance) ; Expendi. 
ture, Rs. 6·37 crores. The closing balance was 
thus reduced to a very sma)) sum. 

In introducing the budget for J 922-23 in the 
Legislative Council, the Finance Member pointed 

. out that the normal financial position of the pro

vince showed a large deficit. The Meston Settle
ment promised a net gain of Rs. 28 lakhs to the 
finances of the province; but additional expendi
ture of Rs. 1·78 lakha on account oE the coat oE 
the reformed System of government. and oE 
Rs. 74·78 Iakhs on aCcount oE revision. oE pay oE 
establishment to meet the increased coat of living, 
left a deficit oE about Rs. 48 Iakhs. A further 
sum of Rs. 331 Jakhs was required to give effect 
to the proposals oE the Committee appointed to 
settle the financial rdationa between the Central 
Provinces and Berar. Even this was not all. 
The policy of gradua))y working towards prohibi
bon was bound to lead to a gradual diminution 
oE the excise revenue. It was, therefore. neces
sary, in order to meet a large and inaeaaing 
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deficit. to retrench or raise additional taxation or 
adopt both the courses. Mr. Standen pointed out 
that the Government had already effected consider
able economies and was exploring all avenues of 
retrenchment. But he warned the Council that the 
lavingl which were possible were Imall in, com
parison with the deficit. and that it would take time 
to realise them. As economy alone would not 
luffice to meet the difficulties. he luggested that 
fresh taxation Ihould be imposed. 

The year 1922-23 started with an opening 
balance of Re. 661akhl. but the budget estimates 
showed a deficit. excluding debt heads and capital 
expenditure. of Re. 36·77lakhs. Improvements 
in revenue and reductions in expenditure. how
ever. produced an unexpected excess of revenue 
over expenditure. and the year closed with a 
balance of Re. 77·621akhs. of which Re. 30'64 
lakha represented the balance in the Famine 
Insurance Fund. 

The causes which c:imtributed to the favourable 
result were collection of IUSpended arrears. 
increased sale of forest produce. and interest 
collected on taqlWi loans. The introduction at 
the end of the year of the revieed stamp and 
court-fee duties also contributed to the inaeue. 
The propoeed expenditure was substantially 
decreased. partly by reductions moved in the 
Council and accepted by the Goon:mmeBt. and 
partly by economies. For the year 1923-24 the 

39 
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Finance Member estimated a deficit of Re_ 15 -13 
lakhs_ 

In 1923. the budget had a much smoother 
passage than its predecessor. and in view of 
the substantial reductions already made by the 
Government. the Council was not prepared to 
make many further cuts_ The net result of the 
budget for 1923-24. as finall, passed. was that. 
excluding debt heads. the revenue and expenditure 
were estimated at Re. 5-35 crores and Re. 5-49 
crores respectively_ 

In the course of the year 1923-24 there was a 
substantial improvement in the financial position. 

. and the turning-point in' the series of deficits 
which had crippled so severely the activities of 
the Government during the three previous years 
seemed to have been reached. This result was 
achieved by a 8trict policy of economy and re
trenchment. aided by favourable seasons. Ex
penditure was reduced below the normal standard 
estimated by the Retrenchment Committee. whilst 
the revenue considerably es:ceeded the estimate. 
The financial prospects were. in fact. brighter 
than the most sanguine anticipations_ . 

An important event in the financial history 
of the province during the year was the establish
ment of a Jinancial settlement between the Central 
Provinces and 8erar. In accordance with a 
resolution passed by the l...egisIative Council on 
the 3rd March. 1921. a Committee was appointed 
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II to 8ubmit to the Government a scheme for a 
financial settlement between the Central Provinces 
and Berar.which. while safeguarding the require
menta of a single government. would secure that 
a realonable share of Berar revenues should be 
apent for thebene6t of Berar." 1 The recom· 
mendationa of the Committee were accepted by 
the Government with a few minor alterationa and 
came into force since 1923.24. 

The budget for 1924·25 met with a remarkable 
fate. The legislative Council refused ita assent. 
by a majority. to all the votable demands in both 
the transferred and reserved departments. with 
the exception of a sum of RI. 2 which was voted 
for the salaries of the two Ministers. None of the 
demands were considered on their merits. The 
Governor certified and authorised expenditure for 
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the reserved and transferred departments in accor
dance with the provisions of Section 72-0 (2) • 
proviso (a) and (b) of the Government of India 
Act. As a result the budget for 1924-25 as finally 
passed by the Provincial Government provided for 
a total revenue of Re. 5'31 crores and an expendi
ture (chargeable to revenue) of Re. 5'21 crores. 
and a closing balance of Re. 1'81 crores. includ
ing Re. I'll crores in the. Famine Insurance 
Fund. The revised estimates for the year showed 
an improvement even on these v~ satisfactory 
figures. 

At the close of the year 1923-24 the province 
could well congratulate itself on having reached 
this position of financial security without having 
to make any serious sacrifices. The improvement 
that had taken place within the three previous 
years had been remarkable. The province could 
now with confidence look forward to a period of 
all-round progress and development. 

The year 1924-25 was another year of con
tinued improvement in the finances of the province. 
The final accounts for 1924-25 disclosed a very 
favourable atate of affairs. The budget for the 
year 1925-26. as finally passed by the Provincial 
Government. provided for a revenue of Re. 5'56 
crores and expenditure chargeable to revenue 

"of Re. 5'59 crores. a free closing balance of 
Re. 70'50 lakhs and a balance in the Famine 
Insurance F.und of Re. 1'54 crores. 



FINANCIAL POSITIONS OF THE PROVINCES . 309 

As introduced in the Legislative Council. the 
budget for 1926.27 provided for a revenue 
(excluding debt heads) of Rs. 5'74 aores and 
for expenditure chargeable to revenue of 
Rs. 6'01 crores. of which Rs. 5'54 aores 
were required to meet commitments and Rs. 43'81 
lakh. were allotted for new works and schernes. 

The accounts of the year 1927.28 closed with 
a revenue of Rs. 5'39 aores and an expendi. 
ture of Rs. 5'37 aores. The revised estimates 
for 1928-29 showed a revenue amounting to 
Rs. 5'47 aores. and an expenditure amounting 
to Rs. 5'64 aores. In the budget for 1929·30. a 
revenue of Rs. 5'55 crares and an expenditure 
of Rs. 5'26 crores have been estimated. 

The &rat year of the Reforms era was one 
of financial difficulty for Assam. The provincial 
revenue was Rs. 1'81 crores. while the expendi. 
ture was Rs. 2'05 crores. The deficit was met out 
of the balance which was reduced from Rs. 48 
lakh. to R •• 61 lakhs. "The expenditure. however. 
included an extraordinary amount of. Rs. 161 
lakha on account of the outstanding balance of 
the Provincial Loan Account paid to the Central 
Government durina the year. In 1922.23. there 
was a slight increase of revenue due in part to 
normal expansUm and part)y to the enhanced 
duties introduced by the Court Fees (Amend. 
ment) and Stamp (Amendment) Acts of 1922. 
The expenditure of the year was c:oasidenbly 
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less than that of the previous year. the mail 
cause of the decline being the omission of th, 
item relating to the payment to the Centra 
Government on the Provincial Loan Account 
The actual figures of provincial income anc 
expenditure. were Rs. 1'84 crores and Rs. 2'05 
crores respectively. There was thus a small deficil 
which was met out of the balance. 

In 1923-24. there was an appreciable increase 
in revenue. which was accompanied by a fall 
in expenditure. The actual accounts of this yea! 
stood thus: Income. Rs. 2'10 crores: Expendi· 
ture. Rs. J '90 crores: Surplus. Rs. 20 Iakhs. The 
province was thus able in the course of the year 
to turn from its position of financial distress to 

one of solvency. 
The expansion in revenue continued during the 

following year. taxes on income. pcise. forests. 
customs and land revenue being responsible for the 
improvement. The increases under these heads 
were due to increased prosperity of the tea 
industry. rapid growth. in the jute trade. better 
settlement of excise shops. extension of the 
operations of the forest department. increased 
output of kerosene oil. ~ger collsumption of 
motor spirit. and general extension of cultiva
tion. On the other hand. there was consider
able increase in expenditure due to increased 
activities in various departments. particularly 
under the heads education. forests and public 



.' 

FINANCIAi.. POSITIONS OF THE PROVINCES 31 j 

health, The accounts of the year were aa fol. 
Iowa: Revenue, Re, 2'30 crores ; Expenditure, 
Re, 2'00 crores ; Surplus, Re, 30 lakha,l 

The year. 1925·26 and 1926·27 were also 
year. of prosperitY, In the first.mentioned year 
the revenue and expenditure were Re, 2'50.and 
RI, 2' 28 crores respectively. In 1926-27, the 
income amounted to a little over 2'43 crores and 
the expenditure to RI, 2'43 crores, thus lellving a 
Imall surplus, hi introducing the budget for 
1927·28 the Finance Member observed that 
the financial position of the province was decided· 
Iy better than it had been in the early years 
of the reformed Iystem, but it did not justify 
anything lave an attitude of caution on his part, 
He thought that, 10 far as could be seen, the 
only revenue heads under which considerable 
expanaion could be hoped for were land revenue 
and forestl, while the excise revenue wal likely 
to shrink rather than to expand, lince receipts 
from opium would practically disappear if the 
policy of restrictions was successful. As a 
matter of fact, there was during this year a 
atriking increase under land revenue, which was 
mainly due to resettlement operations in the 
Assam Valley and an extension of cultivation. 
There was also an increase in income-tu receipts 
due to a change in the income-tllll. law and to 
a rise in the an Hable income. The total revenue 
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of the year was about Rs. 2'71 crores. There was 
thus an increase of Rs. 90 lakhs, or about 33 per 
cent., since 1921-22. The remission of the pro
vincial contributiol) of 15 lakhs further streng
thened the financial position of the province. 
On the expenditure side, substantial allotments 
were made, both recurring and non-recurring, 
in the transferred as well as the reserved depart
ments of administration. The total expenditure 
incurred during the year was Rs. 2' 58 crores, repre
senting an increase of less than 20 per cent. over 
the ordinary expenditure of the year 1921-22. 

The actual revenue and expenditure in 1927-
28 amounted to Rs.2·69 crores and Rs.2·51 
crores respectively. The revised estimates for 
1928-29 were: Revenue, .Rs. 2'81 crores; Expendi
ture, Rs. 2'81 crores. For the year 1929-30 the 
revenue has been estim~ted at Rs. 2'79 crores and 
the expenditure at Rs. 2'93 crores. 

A review of the financial positions of the pro
vinces during the last decade shows that the first 
thr~ years of the reformed system were years of 

. financial distress in almost all the provinces. This 
was due. in the main, to increased expenditure 
entailed by the necessity to raise the salaries of 
Government officers of all grades. In some cases, 
the difficulty was accentuated by extraordinary 
'calamities like famine and Hoods. But the re
sources which had been placed at their disposal 
by the financial settlements of 1920 not only 
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enabled most of the provinces to tide over these 
adverse circumstances, but made it possible for 
them, before long, to take in hand developments 
in various directions. They 'were also able to 
remit the fresh taxes levied during the period 
1922-24. The reduction and the ultimate aboli
tion of the contributions to the central exchequer 
further strengthened their position in the second 
half of the decade. At the present moment the 
resources of these provinces, if judiciously applied, 
are sufficient not only for the essential needs of 
government but also for improving, to a substan
tial extent, the moral and material condition of the 
people. The situation in three provinces, however. 
has been and still is entirely different. The re
sources of Behar and Orissa are very inadequate. 
and a substantial addition to these is urgently called 
for. The per capita income of Bombay is larger 
than that of any other province. but her scale of 
expenditure is also large. Her difficulty has also, 
in part, been due to the fact that several schemes 
of development were undertaken which failed to 
prove successful. The revenues of Bengal are so • 
small relatively to her population that no progress 
has been possible in the province during the last 
decade, and even after the levy of a large amount 
of additional taxation. it has been found difficult by 
her to meet even the ordinary needs of her admi-, '. 
nietrationw 



CHAPTER X 

mE PROBLEM AND ITS SOLUTION 

It is now generally recognised that the finan
cial adjustments which were made between 
the Central and Provincial Governments in India 
on the introduction of the Montagu-Chelmsford 
Reforms have proved unsatisfactory. The main 
defects of these arrangements may be traced 
to the following causes: First, the authors of 
the Joint Report on Constitutional Reforms as 
well as the Committ~ . on Financial Relations 
proceeded upon the assumption that, in order. to 

give a substantial m~ure of financial freedom 
to the provinces, it was necessary to demarcate 
completely the tax jurisdiction of the Central 
Government from that of the Provincial Govern-

" ments; secondly, it WII8 assumed that there 
existed a natural line of demarcation between 
central and provincial sources of revenue; 
thirdly, sufficient attention was not paid to the 
elasticities of the various heads of revenue; 
fourthly, it was not realised that the effect of the 
financial arrangements would be to place the 
burden of provincial taxation mainly upon the 
agricultural· classes, while the industrial classes 

I 314 ) 
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would contribute almost wholly to the central 
exchequer; fifthly. no serious attempt was made 
to find out the correct basis on which the distribu
tion of resources among the provinces should 
be made; sixthly. the criterion. actually adopted 
for luch distribution of resources was, not 
an equitable one; seventhly. symmetry was 
Bought to be lecured at the expense of equality; 
eighthly. the expedient to which it was considered 
necessary to have resort. in order to make up the 
deficiency in the income of the Central Govern
ment. made the authorities blind to the real 
nature of the financial settlements; and ninthly. 
the attempt to mitigate in lome measure the 
injultice done to the industrial provinces turned 
out to be al Ihort-sighted as it was iIl-conceived. 

A. . few worda on each of these matters will 
perhapI help to make the position clear. What
ever might be the theoretical merit of the principle 
of a clean cut. the assumption of ita neceaeity in 
a scheme of federal' finance was not founded 
on the experience of other countries. Poaeibly. 
there wae a confusion in the minds of the authors 
of the scheme in regard to two distinct ideas. 
namely. separation of resources and separation 
of heada of revenue. .'While the former must 
always be an essential factor in any scheme of real 
provincial autonomy, the latter is not. Even in 
countries where the federal idea bas been pushed 
to its farthest limits. it haa not been found either 
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possible or desirable to effect a complete separa
tion between the sources of revenue of individual 
states and those of the federation. 

Having decided to adopt the principle of a 
clean cut. the authors of the Joint Report 
proceeded to divide the total resources of the 
State into two parts. one of which they called 
central. and the other. provincial. The division 
was an arbitrary one; but its real nature was soon 
forgotten. Perhaps the authors of the Joint 
Report were the victims of their own misconcep
tion. The tendency grew among the officers of 
the Central Government and of those provinces 
which were favoured by the new system to regard 
a distinction as natural which was really artificial. 
This confusion helped greatly to cloud the issues 
and to distort the vision' of the Committee on 
Financial Relations. It ought to be mentioned 
here that the terms of reference to the Meston 
Committee were 'of an exceedingly limited 
character. Besides. as they had to finish their 
labours in the course of ~ee months. they had no 
time to go into any of the fundamental questions 
involved in the consideration of the subject. 
The confused notion also created a wrong 
impression in the minds of those who were in a 
~tion to remedy the defects of the scheme 
before they had assumed serious proportions. 

The failure to give adequate consideration to 

the elasticities of the various 80urces of revenue. 
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with reference not only to the rival claims of the 
Central and Provincial· Governments but also in 
view of the different circumstances of the differen~ 
provinces. led to very unsatisfactory results. 
:While the more elastic resources were made over 
to the Central Government. there were great 
divergences in the expansiveness of the revenues 
of the different provinces. Nor did the possibi
lities of expansion of these resourc.es in the future. 
as distinguished from the present. receive due 
attention. Further. the bearing of the division 
of resources on the incidence of taxation or the 
principles of morality was completely lost 
sight of. 

The anomaly of central and provincial taxa
tion falling on different classes of the population 
tended to create a separation between the interests 
of the two categories of Government in the 
country. It also hindered indulltrial progress. Indua
tries were a provincialll~bject under the Devolution 
Rules; but it was not unnatural on the part of a 
Provincial Government to refrain from incurring 
expenditure on schemes the benefit of which was 
to accrue to the Central Government. 

A uniform treatment was sought to be ac
corded to the provinces by allotting to all of them 
the same heads of revenue. But it was foraotten 
for the moment that the yield of each of these 
sources of revenue varied from province to province. 
Thus the attempt to secure artificial uniformity 
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diverted the attention of the authorities from the 
real problem. namely. the need for securing sub

. stantial equality. The result was that agricultural 
provinces were benefited at the expense of the 
industrial provinces. 

In an adjustment of 6nancial resources. the 
question of basis is very important. If the amount 
of revenue raised within each province had been 
taken as the criterion of distribution. no province 
would have had any reasonable ground of com
plaint. But. evidently. such a basis does not seem 
to have found favour with those who were entrust
ed with the work of allocation. It would perhaps 
have been difficult to calculate exactly the amounts 
of revenue which were 'properly creditable to the 
different provinces. but even approximate estimates 
would have offered a 'far better solution of the 
problem than the one which was actually adopted. 
Population would have furnished another-though 
not quite as equitable a test as revenue-but this 
was not considered at all. _ • 

:While the authors of the Joint Report did not 
adopt any de6nite basis for the purpose of allo
cating the resources. they kept in view one 
criterion. namely. actual expenditure. This was 
pot in itself a safe or just criterion. but even 
this criterion was considered in a shape which 
was open to serious objection. Normal scales 
of expenditure were calculated with reference to 
a particular year. instead of a number of years. 
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Thil year itself happened to be an abnormal year. 
in which expenditure had been rigidly kept down 
in mOlt of the provinces owing to the financial. 
difficulties of the Government of India. Nor did 
the authorl of the Joint Report keep in view, in 
framing their financial propoaals. future expendi
ture needed to give dfect to the mOlt essential 
requirements of the vanoul provinces. 

The exPedient of levying provincial contribu
tiona tended for the moment to hide the 
real disparities between the different provincea 
introduced by the new financial system. 
These contributions also helped to make the 
situation more complex in another way. No 
definite principle having been enunciated as to why 
contributions were demanded. the provincea were 
led to believe that these were of the nature of forced 
benevolenc~. It was. therefore. no wonder that 
some of the provincea rtiaecI the cry that they were 
being robbed of substantial portions of their legiti
mate incomes~ The outcry against the contributions 
would have been less loud if it had been made 
clear that direct contributions had been ned at 
comparatively high figures for thOle pIWincea 
whOle indirect contributions were small. and uice tier... But nothing of the kind was done. the 
question of indirect contributiooa having been 
bNshed aside in a thoughtless manner. 

The climu of short-sightedness was reached 
. with the framing of Devolution. Rule I S. The 
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intention of the Parliamentary Joint Committee 
was a beneficent one. but the Rule was given such 
a shape that it failed entirely in its object. Instead 
of adding to the resources of the provinces for whose 
benefit the Rule was made. it gave .. bonuses to 
individual provinces on a haphazard basis. while 
leaving the Government of India to bear all 
I ... 1 oases. 

The immediate consequence of the new arrange
ments was that the prediction of surpluses accruing 
to the provinces proved false. and most of them 
were faced with deficits in the early years of the 
reformed system of government. But a more 
serious result was an unequal and inequitable 
distribution of resources among the provinces. 
Some provinces obtained large revenues. while 

• • the shares of others were wholly mad~uate even 
for their elementary needs. In t~ latter. not 
only was no development possible but iJ was found 
necessary to resort to retrenchment as well as 
additional taxation in ord~- to carry"'bn the routine 
duties of administration. The disproportion in 
the revenues of the diJlerent provinces in the 
first year of. the reformed system was. in spite 
of the contributions. 80 striking that it ought to 

,have made the authorities realise that the financial 
arrangements had been extremely unfair. But 
neither the Governor-General in Council nor the 
Secretary of State had time to pause and think. 
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while aubsequent action taken by them only helped 
to make mattera worse. 

In 1921.22 and 1922.23. resort to extro 
taxation was found necessary in order to meet 
deficits in the budgete of the Government of India. 
Thi. additional taxation took. in the main. the 
form of enhancement of customs duties and taxes 
on income. When the financial position of the 
Central Government improved. the additional 
taxes were not taken off. but the extra revenue 
was utilised for the purpose of reducing and 
ultimately extinguishing provincial contributions. 
One wonders whether the authorities in India and 
in England realised that these additional taxes 
fell most heavily upon lOme of the provinces. 
while the benefit of the reduction and ultimate 
extinct'lon csf Contributions went mainly to the 
others. A-double wrong was thua inflicted UPOJ:l 

the less fortunate provinces. first by placing 
inadequate 'resources at' their disposal and then by 
taxing them for the benefit of the other provinces. 
The system also produced another undesirable 
result. It fostered provincial jealousies. which 
atoad in the way of a ltarmonious development of 
the entire population of India. 

The. unequal distribution of resources 
among the provinces. which was brought into 
existence at the commencement of the reforms. 
appeared in ita true complexion after the 
abolition of the contributions ... In the budget 

41 
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estimates for 1929-30. the reVenues of the 
different provinces are shown as follows: Madras. 
18'07 aores; Bombay, 14'41 aores; United 

• 
Provinces, 13'07 aores; Punjab, 12'54 aCres; 
Bengal, 11'11 aores; Burma, 10'59 aores; Behar 
and Orissa. 6'19 aores; Central Provinces. 5'55 
aores; Assam, 2'79 aores,l Thus it happens 
that the largest province of India in respect of 
population ranks a bad fifth in the order of alIoca
-tion of resources, Comment is hardly needed to 
show how unjust and arbitrary is the present 

- system of provincial finance in India, 

Though the provincial contributions succeeded 
in some measure in hiding the real nature of the 
financial settlement from the view of the lay 
public. its unsatisfactory character was patent from 

-the very beginning to ,all who cared'to lOOk into ... 
the matter with any degree of attention, A few 
years: experience· of the system must also have 

• The dloprOF_'" ___ 1ItriI.iq-wha _-.fer 
the __ per heed of the ~ in...L...- TaI<intr the 
badpt '-"" fat: 1929-30 ... _ .. the faUowta. raaI.: Bu ...... 
Ra. 8'02: ~. Ro. 7'44: Punjab. Ro. 6116: M.drao. Ro. 4"26: 
Ceatnl 1'>09- _ Ro. 3"98: "-m. Ro. 3-66, UDlted P_ 
Ro. 2-87: Bea..L Ro. 2"38, Behar ..... ~ Ro. 1"82. 

U __ the iller which ...... tIlleD p~ iD the __ 
of the difermt p_ oiDce 191~" ..... 191),14 .... fiDcI tJ..a the 
_ of _ ............... foUowo: Punjab.I60:~ 

'" , Behar ..... om-. 92: UDiIed P_ 89: Bomhq. 81: Sarma. 
81: CeobalPnm-. 75: 1IeapJ. 66: "-m. 64, The ....... '
for 1929-30 ha .......... tIlleD here for the _ 01 -..puIooa with 
the a_ 01 the two,,_ 191~" ..... 191),1'" 
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convinced the Government that it had proved an 
absolute failure. Therefore. the moat natural 
course for the Government of India to adopt. 81 

loon 81 ita financial position had improved to 
lome extent. would have been to appoint a 
representative committee to examine the whole 
question afresh. Such a course was. in fact. 
luggested in the Legislative Assembly. But 
Sir Balil Blackett took up the strange position 
that the matter could only be reconsidered after 
the eontributions had disappeared. One wonders 
how an intelligent and capable financier like 
Sir Basil failed to foresee the immense difficulty 
that wal lure to arise in the way of a 
resettlement after the abolition of the contributions. 
It is posaible that he felt that the recommendation 
of the ParliamentarY Joint Committee left him no 
option in the matter. But. lurely. a recommenda. 
tion which waa wrong in principle. and had been 
found to be unfair and partial in the light of actual 
experience. ahould not have been regarded as 
aacroaanct. Sir Baail ought to have acted 011 the 

-principle that nothing could be considered to have 
been finally aettled which waa not aettled aright. 
No right-thinking~. therefore. -can help 
regUdiq the abolition of the eontributiona, 
without a further uamination of the whole 
question. as premature and inezpedient. This baa 
rendered the work of readjustment far more 
complex than it would otherwise have been • 

• 
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But the difficulty will have to be faced. and an 
earnest effort will have to be made to solve the 
problem in the most equitable manner possible. 

Two questions are involved in the problem of 
readjustment of financial relations in the country. 
namely. first. a re-allocation of the financial re
sources of the country between the Central and 
Provincial Governments. and. secondly. a 
re-distribution of provincial funds among 
the different provinces. A proper solution of 
the first problem will require a 'careful' considera
tion of the relative needs of the Government 
of India and of the Provin~l Administrations. 
The Central Government is. under the Devolution 
Rules. charged with some very onerous duties. the 
most important of these 'being defence. manage
ment of coinage. currency and the public debt. 
and maintenance and 'development of the main 
arteries of communication. 

Defence is. undoubtedly. the most important 
function of a government ; but it is not one pf 
those departments which. entail ever-increasing 
expenditure. On the other hand. a substantial ' 
curtailment is possible in the expenses· of this 
department. The Indian'Retrenchment Com
mittee of 1922-23. which was presided over by 
• man of the ability and experience of Lord 
Inchcape. recommended the reduction of the 
military budget to a figure not exceeding Re. 50 
crores. provided there was a fall in prices. 
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Even this sum was regarded by the Committee 
as more than what .. the tax-payer in India 
should be called upon to pay," and it was, in 
their opinion, desirable to keep .. a strict eye on 
military expenditure with a view to its further 
reduction." 

There has been an appreciable, though not 
a large, fall in retail prices since 1921, but 
military expenditure has not been reduced 
below Rs. 55 crores. The net military charges 
amount at present to nearly 65 per cent. of the 
net revenue of the Government of India. This 
is far too heavy a burden for the country to be 
able to bear. It should be borne in mind in this 
connexion that there is hardly any civilised 
country in the world which spends 80 large a 
proportion of its resources on ddence as India 
does. In nearly every country there is at the 
present moment a movement towards the reduc
tion of armaments, and the League of Nations 
is constantly striving aher the goal of universal 
peace. If the number of British troops be reduced. 
a lubstantial saving will ensue. Another direction 
in which reduction in expense may be looked for 
is Indianisstion of the army including the officers' 
ranks. Military expenditure is thus easily amen
able to a policy of reduction. and it is incumb
ent on the authorities to make earnest efforts 
towards the attainment of this purpose. It will 
not do to rely entirely on the advice of the military 

• 
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authorities on this question, but military expendi
ture must be considered as part of the general 
policy to be pursued in respect of the finances of 
the country. Unless a reasonable limit is set to the 
military expenses, progress in the country will 
become impossible.1 

Of the duties· performed by the Central 
Government other than that of defence, some are 
of the nature of commercial undertakings. No 
expenditure has to be incurred in these depart
ments, and some of them bring substantial 
revenues into the coffers of the Government. The 
other civil departments are not such as require 

.. continually increasing expenditure for their 
administration. A. a matter of fact, the 
tendency ought to be in.,the opposite direction. 
It is strange that, with the introduction of the 
Reforms, while the bulk' of the responsibility for 
a large number Qf _ important 8ublects was 
delinitdy transferred to the Provincial Govern
ments, no reduction was made in the civil 
establishment of the Goyernment of India. 

• Sir lIuiI Blackelt _ aI opiaiaa tIud there _ DO p~ aI 
~ foa. ....... time 10 came. Bat Sir Geoqe 5cb_ ..... more 

hopeful ¥iew of the lituti.... On the • Ii.., aI p_tina.be 
FiDaDcial St. __ ,,, 1929-30. be obsawd: •• The acmaaI .... aI 
.he _din • ...m...,. chupo 10 thoo ....... oteadibr cat ....... ...I it ... 
~ pa.ible 10 hold _ • ftr7 deJiDite "- tIud whee the four 
., ..... p_ aI _ipmeat 10 ...... Pleted. tIud 10 10..., ....... 

the .,_1931-32. the ~...w...., hudpt will. ~ ...... ...,.-
_ which _ at ...-at be foa. ...... be .......... 1IaII, oecLxed." 
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Although the opportunity was missed on that occa
sion. there appears to be no reason why substan
tial savings may not be made in future in many 
of the civil departments which are at present under 
the control of the Central Government. 

On the other hand. most of the subjects 
made over to the provinces are in constant need 
of development; and as such require ever-increas
ing funds for their support. The expenditure 
incurred under the head • education' is' in-· 
adequate in every province. and extremely 
small in eome provinces. Primary education 
il regarded u one of the elementary duties 
of every civilised government; but it is strange that 
no steps whatever were taken by the Government 
in thie direction until the introduction of the re
formed ayetem of administration. During the 
decade about to doee. earnest efforts have been 
made in most of the pro.vincea by Ministers to 
extend primary education. but in many cases they 
have been greatly handicapped by want of funds. 
Next to education comes sanitation. In no province 
ie the amount of money at present epent on sanita
tion anything approaching what may be called 
adequate. Some provinces are notoriously un
healthy. and large echemes of sanitary development 
are required to make them habitable. But lack of 
resources stands in the way of effecting any im
provements in these areas. Agriculture ie the 
mainstay of the people of India; but provincial 

• 



3is PROVINCIAL FINANCE 

expenditure under this head is ridiculously small. 
Industries have become a provincial subject under 
the Reforms. but large initial expenditure is 
required to develop them. Much the greater part 
of the resources of every province is at present 
devoted to the maintenance of law and internal 
order. and this disproportion in expenditure is one 
of the main causes of the bitterness and d~ntent 
which prevail throughout the country. 

It is thus clear that. if the Provincial Govern
ments are to perform their duties properly. they 
must be placed in command of resources which 
will not only be substantial in the beginning but 
expansive in future. It will be essential to bear 
this in mind in framing the future scheme of re-ad
justment. A glance at -the accounts of the period 
commencing from 1921-22 shows that the finances 
of the provinces. taken ~ a whole. have improved 
to a larger extent than those of the Central Govern
ment. This. however. does not give a wholly 
correct idea of the situation. The expansion of 
provincial revenues has been due to circumstances 
which are not likely to prevail in future. 

This will be clear if we examine. in some detail. 
the heads of revenue which are at present central 
and those which are provincial. Of the central 
lOurces. of .revenue. • customs' is the most 
important. Since 1922-23. the year in which 
the present scale of customs duties was fixed. 
their yield has increased from 4Jf crores to 50 
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crores. or by aboll,t 20 per cent. in seven years. 
This tax is thus a very expansive source of reve
nue. It is also very elastic. as it responds quick
ly and largely to an increase in the rates. In the 
pre-war year 1913-14. the yield of this tax 
was only 11 i'crores of rupees. but the succes
live additions to the rates during and after the 
war have been followed by large increases in the 
yield. A. a matter of fact. the revenue derived. 
from this source has increased by over 440 per cent. 
in the course of the last sixteen years. 

Taxes on income are also elastic and expan
sive sources of revenue. In 1913-14. the income
tax yielded less than 3 crores of rupees. 
The revenue derived from this source largely 
increased as the result of additions made to the 
rates and the levy of the lUper-tax. The 
maximum yield of the combined taxes on 
income was reached in 1921.22. After that 
year. there was a EalIing-off in the yield. This 
was due to the depression which followed the 
tremendous after.war boom in trade and industry. 
and also to conflicts between labour and capi· 
tal. But industrial and commercial revival is 
bound to come sooner or later. and the yield of 
these taxes is sure subatantially to increase. 
Already signs have become visible of a tendency 
towards improvement. and it it not "mlikely 

. that there will be an expansion of inc:ome-tax 
revenue in the course of the next few years. 

!f2 
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The duty on salt is a moderately elastic re 
source. The revenue derived from this source it 
fairly steady; and it tends to expand gradually. 
though slowly, with the growth of populatior 
and with the improvement in the economic 
condition of the people. [n 1923-24. ar 
additional revenue of nearly 3 crores of ruPee! 
was obtained by doubling the rate of duty on the 
article. It should. however, be remarked that ar 
increase in the rate of the salt tax is undesirable, 
as it involves a hardship on the poorer sectioru 
of the people and is sure to intensify discontenl 
in the country. 

The fourth elastic resource of the Central 
Government is the net income derived from rail. 
ways. This revenue is iil.the nature of a commer
cial profit. An arrangement has now been made 
by which the . railways' contribute to the general 
exchequef Sl to 6 c;rores annually. There is no 
reason to apprehend any diminution under this 
head. As a large amount of capital expenditure 
has now been sanctioned.ior the development of 
railways. it is reasonable to expect that this source 
of revenue will grow substantially in future. 

Opium revenue is likely to diminish rather than 
expand in future. Although this revenue has been 

Jairlysteady since 1921-22 and has even shown 
sligh~ increases in some years. it is likely to de
crease in future. in view of the efforts of the League 
of Nations to cope with the opium evil in foreign 
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countries and of the policy of Provincial Govern· 
mente to discourage the use of the drug among the 
people. Tributes from Indian States are likely to 
remain. constant. Coinage and currency will con· 
tinue to yield profits, but substantial increases ,can· 
not be expected from these departments of govern· 
mental activity. Poete and telegraphs at one time 
yielded considerable profite to the Government, 
but these departmente are at present worked at a 
loss. With more economical management, how. 
ever, they may be made once more to contribute 
a small net annual income to the State. 

Coming to the provincial heads of revenue, 
we find that land revenue proper, that is to say, 
the portion of it which remains after excluding 
the yield due to irrigation, has not, except in the 
Punjab, expanded appreciably since the introduc. 
tion of the Reforms. The land revenue demand 
is permanently bed in Bengal, Behar and Orissa, 
and in lOme parts of' Madras and :the United 
Provinces. No expansion is possible in these 
areas unI_ new lands are brought under cultiva. 
tion. The Permanent Settlement is an eyesore 
to most officers of the Government, and it is 
generally believed that it __ this attitude which 
was largely responsible for the treatment meted 
out to Bengal and Behar under the 6nancial 
arrangements of the ReformS .cheme. On 
economic grounds, a perpetual aettlement made 
direct with the payers of land revenue may be 

, . 



332 PROVINCIAL FINANCE 

said to possess advantages as well as disadvantages. 
While the contribution of the people to the public 
exchequer based on the land becomes fixed under 
such a system. an improvement in the material 
condition of the people may make possible as 
large a contribution in other forms of taxation 
as might otherwise have been derived from an 
enhanced land revenue. The Permanent Settle

. ment which was made - with the Zemindars in 
1793 must. however. be pronounced a mistake. 
But it should be remembered that this measure 
was enacted because. owing to the unsettled state 
of the country in those days. the collection of 
land revenue had presented great difficulties. 
The people of Bengal did, not ask for this boon; 
even the Zemindars were opposed to the measure. 
The question of abolisJ:1ing the Permanent Settle
ment is at the present moment one of expediency. 
The additional amount which may be derived 
from such abolition should also be carefully esti
mated. If it be considered desirable to take the 
step. the high officers of the Government should 
make a frank statement to that effect. In any 
case. the people of Bengal and Behar should not 
be made to sufferfor the consequences of a policy 
to which they were not a party. 

hi. the temporarily settled tracts. land 
revenue can only be increased. apart from fresh 
lands being bro~ht into cultivation. when the 
periods of settlement are over and reassessments 
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fall due. It is a notorious fact that land revenue 
dema~ds have been excessive in lome parts of the 
country in the past. and it will cause a great hard
ship on ,the people to increase these rates still 
further. Besides. legislation has been enacted 
or is being contemplated in some of the pro,,;mces 
to lengthen the period of settlement and to fix the 
pitch of assessment. Thus it is not likely that this 
source of revenue will show the same degree' of 
expansiveness in future as it has Ihown in the past. 
The portion of land revenue due to irrigation. 
however. has increased considerably in the 
last few years. and is likely to increase further 
in future with the extension of canals. It 
should be borne in mind in this connexion that it 
is only in four provinces that land revenue due to 
migation is a lubstantialsource of income. 

The net profits derived from irrigation consti
tute an important resource in the Punjab. Madras 
and the United Provinces. anll to a smaller extent 
in Bombay. With the completion of the canals 
which are now under construction. irrigation 
revenue is lure substantially to augment in 
these provinces in the course of the next few yean. 
Various other achemes are also likely to be taken 
in hand in future. Irrigation may. therefore. be 
regarded as ~ expanding source of revenue. 

Excise revenue has considerably expanded 
during the last eight yean. But in view of the 
attitude of the enlightened public towards this 

• 
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source of income • .its yield is more likely to 
diminish than to increase in future. 

Stamp revenue is the only source of income 
which has expanded in all the provinces since 1921-
22. But its expansiveness is of a moderate charac
ter. A little more than one-third of stamp revenue is 
deri~ed from non-judicial stamps. and the rest from 
judicial. The former is not only a legitimate re
source. but expands with the development of com
merce and industry. The latter is derived from liti
gation. which is often regarded as a tainted source. 
while its elasticity is considered as evidence of an 
undesirable state of things from the social stand

. point. Allied to stamps is the income derived 
from registration. The yield of this· resource is not 
large. and its expansiveness. is limited. 

Coming to the potential sources of revenue. we 
find that. of the taxes ~hich are mentioned in 
Schedule I to the Scheduled Taxes Rules as being 
under the control of the Provincial Governments. 
the only really remunerative and expansive source 
is the inheritance tax. If ·no province has yet 
tapped this reSource. the reason is to be found in 
the difficulties which exist in the way of its im
position. Advantage has not been taken of the 
provision relating to a duty on tobacco because of 
the Ii~lihood of its falling heavily upon the 
poorer classes and of the difficulty in the matter 
of its collection. The other taxes mentioned in 
the Schedule; such as the amusements tax and the 
• 
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betting tax. have been levied in BOme of the 
provinces; but their yield ha~ been found to be 
8mall. and any 8ubstantial increase of provincial 
revenues can hardly be expected from them. 

From this' review it is clear that while the 
duties entrusted to the Provincial Governments are 
8uch as entail ever-increasing expenditure. the 
resources which have been placed at their com
mand are inadequate for their present needs and 
likely to prove more and more insufficient in 
future. On the other hand. the revenues which 
are at present under the control of the Central 
Government are. comparatively 8peaking, of an 
expansive character. while their ordinary needs 
are more or lell 8tationary and even capable 
of diminution. The problem now is how to 
allocate the resources between the Central and 
Provincial Governments 80 as to place both these 
administrative authorities in possession of adequate 
funda. . 

In thia connexion it is not nec mary for us 
to discull whether the present tendency of 
constitutional development in India is in the 
direction of a federation I or what type of -a 
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federation, 18 best suited to the conditions of the 
country. It is enough. for our purpose that 
the Provincial Governments have been invested 
with statutory functions and that the preamble of 
the Government of India Act. 1919. lays down 
that the provinces are to be given as much in
dependence of the Government of India as is 
compatible with the due discharge by the latter of 
its own duties. The provision of independent and 
separate resources is, a part and parcel of the 
reformed system of administration upon. which 
there can be no going back. If the present sys
tem of allocation has to be revised-as it must be 
revised-the revision ought to be made in a 
manner just and equitable to both the Central 
Government and the Provincial Governments. 

Let us now consider which of the h~ds of 
revenue are suitable as central resources and which 
as provincial. In this connexion it will be 
necessary to get rid ~f the idea that some sources 
of revenue are inherently central and others are 
inherently provincial.' Th~ distinction is an arti-

. 
·air,iD1o ito 11IDg0 ouuIlive, II _air .. ao peal Jolt of the iJD.oIiJWioa 
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ficial one. and has no basia In the nature of the' 
taxes themselves. Although ilie federal aystem 
has not yet been adopted in India. she may 
profitably learn many valuable lessons from the 
experience of countries which are more or less 
aimilarly situated. Until' recently. the line of 
division adopted in most federal countries was 
between direct and indirect taxes. the former 
belonging to the States and the latter to the Federal 
Governments. This distinction has been found 
impossible to maintain. and in most cases direct 
taxes are now levied by the Federal Govern. 
menta as well as by the States. Thus while 
it is generally considered desirable to, separate 
al much as possible the aources of revenue of 
the Federal Government from those of State 
Governments. in practice., an absolute delimi
tation of the- Ipheres of taxation is not to be 
fOund in any country. On the other hand. the 
most distinctive aspect. of the modern movement 
eith .. Ceatnl or PnwiDcIaI. ODd _ .u-.... 01 __ _ Iuda ...,. 
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in all federations is to consider the question of 
taxation as one whole .• " More and more," says 
Professor Seligman, ., the fiscal problem is being 
envisaged as a totality, and the relative claims of 
the community, state and central governments are 
being considered from the point of view of an 
equitable distribution of the entire burden resting 
upon the individual or class." I 

The objections taken by the authors of the 
Report on Constitutional Reforms to the system of 
divided heads are only partially valid. The argu
ment that a complete separation of sources of 
revenue "may narrow the basis of either the central 
or the provincialliscal system or of both is not 
altogether unwarranted. and the experience of the 
past few years lends ~nsiderable support to this 
view. On the whole. it is clear that the defects of 

• the system of divided h~ds are not greater than 
its merits. In. the futUre allocation of resources. 
therefore. it will be undesirable to make a fetish 
of this avoidance of divided heads. 

Coming to individual heads of revenue. we 
lind that import duties form a federal resource in 
all countries.. the principal reason being . the 
necessity of avoiding inter-provincial barriers !IUd 
the difficulty of tracing incidence. In fnelia 
llIso. these duties must remain central. uport' . . 

1 Pnne-. SeU.,...e deecribel thilmou m' ... , the IDOII NCeId 
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duties, however, 8tand on a somewhat different 
footing. In this case,. the question of inter
provincial barriers does not arise, and it is not 
impossible to trace the origin of exported goods. 
Of the articles. on which export duties are now 
levied, two claim our attention in this connexion, 
namely, jute and rice. Almost the entire proceeds 
of the duty on jute are obtained from Bengal, 
and this province has always demanded that a 
lubstantial share-if not the whole-of the pro
ceeds of the tax derived from the porte of Calcutta 
and Chittagong should be made over to it. 

Two objections are generally urged against 
IUch a proposal. The 6rst is that the burden of the 
duty does not fall on the people of the province. 
But, as the Taxation Enquiry Committee point 
out, .. there existl a poaaibility that. in certain con
ditione of the trade, a portion of the export duty 
may fallon the producer."" Even if it be granted, 
for the sake of argument. that the whole of the 
duty falla on the foreign consumer, the claim of the 
people of the province on a piece of good fortune 
which has fallen to ita lot cannot be light-heartec:lly 
brushed aside. The second objection is that expOrt 
d\lties ought naturally to be under th~control of the 
Central Government. This objection can be met 
by providina thai 8uch duties should continue to be 

.administered by the Government of India. but that 

• 



340 PROVINCIAL FINANCE 

one-half of the proceeds may be made over to the 
province. If. however. any fastidious critic ob
jects to a division of proceeds. an arrangement 
'may be made so that the export .duty may be re
duced to half its present amount •• nd the Provincial 
Government may be allowed to levy an "excise duty 
oE such an amount as will yidd about half '"the 
proceeds of the existing tax, An objection to 
such an arrangement is that it would be un~ 
desirable for both Imperial and Provincial Govern
ments to be interested in a tax of the nature of an 
export duty. since such an interest would render it 
,'. doubly difficult for the trade concerned to secure 
amelioration when it is due:" There is. it is true. 
,some force in this argument. but the objection is not 
really of so vital a character as is sometimes imagin
ed. On the other hand:the interest of two Govern
ments in this article may be of considerable bendit 
to the industry, If the'Central Government. for in
,stance. should decide to levy an excessively high rate 
of duty on the article. as was done in the case of 
saltpetre ill' the sixties of the last century. the 
Provincial 'Government ,would raise its voice of 
protest in the interest of its own revenues. if for ne 

• 
other consideration, .. 
, It should be borne in mind in this connexion 
that j~te. both as an agricultural product and 
as a manufactured article. is a provinciallUbj~t 
• 

and that its development engages the attention of 
the Government of Bengal. not of the Government 
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of India. Besides. the production of jute 
affecll the aanitation of the province. and the 
ezpenditure needed to overcome ill evil effects has 
to be met out o£ provincial revenues. On these 
vanoUI grounda. the claim of the province to at 
least a share of the income derived from the 
article seeme to be legitimate. The conditions of 
the ezport duty on rice are not exactly similar to 
those of the jute tax. But in thie case also. the 
incidence can be traced with .lOme measure of 
accuracy. A part of the income derived from the 
duty on rice WIll at one time a provincial lOurce 
of revenue in Burma. No possible harm can 
ensue if. under the rearrangement. thie province 
ie again allowed a .hare of the tax. On the 
whole. it would seem to be best to provide that 
ezport duties ehould continue to be levied by the 
Government of India. but the proceeds ehould be 
divided between the Central and Provincial Govern
menll. ,The least that could be done in this matter 
would be to accept the' recommendation of the 
Taxation Enquiry Committee. namely. that export 

duties ehould be used 81 a .. balancing factor ... 
Excise duties are in most countries of the world 

. ~ centrallOurce of revenue. But.:n India. while 
the ezc:iees for revenue are central. the restrictiw: 

• ,exc:iees are provincial. There does not seem to be 
!Ply justi6cahon for this dillerentiation except this 
that Provincial Governments haw: been respoosibJe 
for the management of this !-ncb of the public . 

• 
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revenue for a long time past. The Taxation En
quiry Committee recommend the transfer to the 
Government of 'ndia of the excise duty on locally
made .. foreign" liquors as well as the income 
derived from excise opium. The .. Government of 
India are opposed to this proposal, but their argu
ments do not seem to carry much conviction. 
The suggestion is really a sound one, and should 
be accepted. The proceeds of these taxes may be 
used as a possible balancing factor. It would be 
a great advantage, indeed, to provincial finance if 
the whole of excise income were transferred to the 
Central Government and replaced by another 
source of revenue of an equal yield. But it does 
not seem likdy that the ~~ent of India will 
entertain such a proposal.l 

The salt tax is in pan a customs . duty and in 
part an excise. As uniformity is essential in the 
rates of duty, and as' its incidence is not traceable, 
it must continue to be a central resource. The 
net income derived from' railways and from coin
age and currency naturally bdongs to the Central 
Government. So do tributes from Indian States. 

• Mr, G. rUldlq Shirru .h .......... ;1_ had beea -.Ded. 10 
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If posts and telegraphs can once more be made 
revenue-earning departments. the income should 
belong to the Government of lndiat 

Income-tall is at present almost entirely a cen
traleource of 'revenue. But in all federal countries 
it ie. either wholly or in part. a eource of State or 
provincial revenue. I And there ia no reason why 
India should form an exception to the rule. The 
arguments which were advanced at the time 
of introduction of the Reforms against making 
it provincial represent only one aide of the 
case. The difficulties pointed out by the authors 
of the Reforme Report and by the Committee 
on Financial Relations are not peculiar to India. 
They have been faced in other countries. and 
it ia not clear why these difficulties should be 
regarded .. ~uperable in thia country. Besides. 
income-tu ia the only tall at present levied in 
India. which ia based on the principle of ability to 
pay. and the provincial tu-syatem must be regard
ed as extremely unsound so long as it doea not 
include in its sphere the application of thia principle • 

.. Land revenue and income-tu." it has been 
rightly observed. .. are the complement of each 

• Ia Iba llak.d's..-. c.-a ....t A-u.. ___ ~ 
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other. the former being a levy on agricultural in
comes. and the latter on industrial incomes." 
It stands to reason. therefore. that when the one is 
made provincial. the other also should be pro
vinCial. at least in part. This is all the more 
necessary in view of the differences in the eco

nomic conditions of the different provinces. Some 
provinces are predominantly agricultural. others are 
mainly industrial. It should also be borne in 
mind in this connexion that industrial development 
. is a provincial subject under the reformed system of 
administration. The fostering of industries requires 
expenditure; but it would be too much to expect a 
Provincial Government to spend considerable sums 
of money if it knew that the return would-go to the 
central exchequer. There is another fact which 
ought not to be overlooked. In industrial areas. 
certain special arrangements have to be made for 
the maintenance of law and order and for the im
provement of sanitation. which require expendi
ture out of provincial funds ; but the Provincial 
Governments ought not to be made to feel that 
such moneys are entirely thrown away so far as 
their resources are concerned. 

In depriving the provinces 1 of their legitimate 
claim to at least a portion of the income-tax re
v~ue.the Committee on Financial RelatiODII must 

, The ~ ",,; " ...... 'ecr-d ...... the .!if..-p_ Ia the 
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have felt Borne qualm. of conscience. for they ex· 
presaed a doubt whether it would be p088ible per· 
manently to exclude the provinces from lome sort 

of taxation upon industrial and commercial earn
ing.. The Joint Select Committee of Parliament. 
though unwilling to make a radical alteration in 
the propoeals. felt the injustice of the Iyatem. and 
attempted to give lome relief to the aggrieved 
provinces by formulating Devolution Rule I ;.1 
Thie Rule, u hu already been noticed, haa proved 
• miserable failure. Bengal and Bombay, for 
whose benefit the Rule was framed, have obtained 
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only Rs. 95,000 and Rs. 17llakhs respectively 
under this Rule since the commencement of the 
Reforms. But the total amounts collected from 
these provinces in the shape of taxes on income 
by-the Central Government have exceeded Rs. 45 
aores and Rs. 40 aores respectively. :while the 
injustice done to these provinces has been so 
glaring, the Rule has served one useful purpose, 
namely, that it has cut the ground from under the 
feet of those who objected to the division of the tax 
on the ground of the necessity of maintaining 
a 6nancial clean-cut. 

It is thus not only 6t and proper but absolutely 
essential that income-tax .should form part of the 
provincial resources. But if the entire proceeds of 
the tax be made over to the provinces, the 6nancial 
position of the Central 'Government will become 
weak. Therefore,. income-tax will have to be 
divided between the Central and Provincial 
Governments. No hesitation need be felt in this 
regard, for, as Professor St!ligman puts it, the time 
of segregation of sources of revenue" has gone 
by." 1 The collection and management of the 
taxes on income should, however, remain in the 
hands of the Central Government. 

The question now is-How is the division to 
be made? As the Taxation Enquiry Committee 
point out, there are three principal methods of 

• SIfIIIi. ira Pahlic Fi_. Cit. VIII • 
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dividing the tax. namely. first. the provinces may 
be empowered to levy and administer an income
tax separate from that levied by the Government 
of India; second. the income-tax may conti~ue to 
be levied by the Government of India. which may 
at the same time levy centime. additionnel. for the 
benefit of the provinces; and third. the income-tax 
may continue to be levied by the Government of 
India. but a definite proportion of the yield may be 
allocated to the provinces on certain well-defined 
principles. The first method. although it still 
obtai ns in lome federal countries.' haa been 
condemned by competent authorities. Besides. an 
additional provincial levy is sure to prove a heavy 
burden on the people and create a great deal of 
discontent. The second method is also open to 
thil objection.'; in addition. there are practical diffi
culties in the way of ita adoption! But the third 
method provides the m"bst appropriate solution • 
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The next problem is to find a satisfactory basis 
on which the allocation is to be • made. The 
simplest way of dividing the tax would be to 
give the super-tax to the Central Govmment 
and the ordinary income-tax to the Provincial 
Go~ernments. The objection urged in the Joint 
Report. namely. that in the case of ramifying 
enterprises with their business centre in some 
big city. the province in which the tax is paid 
is not necessarily the province in which the 
income is earned. applies with specia I force 
to the super-tax. Besides. it is the industrial con
cerns of an all-India character which are likely to 
receive help and encouragement from the Central 
Government. On the oth& hand. industries which 
receive assistance from the Provincial Governments 
are generally smaIl in sU;e. whose activities are. to 
a large extent. confined within the borders of the 
provinces concerned. But such a division may fail 
to yield sufficient revenue to the Central Govern
ment in times of industrial or trade depression. 
It would also be wrong to deprive the provinces of 
a share of what may be called the excess profits of 
the big concerns. Thus it seems desirable to allot 
some portion of the ordinary income-tax to the 
Central Covernment and. at the same time. to make 
over a portion of the proceeds of the super-tax to 
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the provinces. The simplest and moet equitable 
system of anocation would be to provide that 
( I) so far a. the ordinary income-tax is concerned, 
the- collections on incomes of persons resident 
abroad should belong to the Central Government, 
(2) the remainder of the proceeds of the income
tax should go to the provinces, (3) the whole of 
the super-tax revenue should be an all-India 
resource. and (4) the corporation profits tax should 
be divided between the Central and Provincial 
Governments. The bulk of the ordinary income
tax should. in any case, belong to the provinces. 

The Taxation Enquiry Committee propose 
to base the distribution primarily on the principle 
of domicile. Their' ides is to give to the 
provincea the'. proceeds of a basic rate on 
personal incomes graduated proportionally to 
the general rate. allowing the Government of 
India to retain the whole of the collections on 
incomes that do not appertain to residents in 
particular provinces. such as the tax on undistri
buted dividends of companies « on incomes of 
persone resident abroad or resident in places 
outside the boundaries of the provinces concerned. 
as well as almoet the whole of the super-tax. Such 
allotment would be open to exception on three 
trounds. namely. 6rst. that it would present 
practical difficulties in working ; second. that 
it would ignore altogether the principle of origin 
and thus penalise some o£ the provinces .;-

, 
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and third, that it would make the provincial 
portion of the tax unduly small. In order to meet 
partially the first objection, the Taxation Enquiry 
Committee recommend the assignment to 
each province of a small share of the corpora
tion profits tax. This suggestion is a very sound 
one, for it is fit and proper that the provinces 
should be allowed to have some interest in a tax 
the proceeds of which represent the highest in
dustrial and commercial activity of the province. 
But the Committee themselves admit that their 
main scheme is not scientifically accurate. Even 

,more serious than this, however, is the objection 
that it would fail to satisfy the needs of the 
provinces. If, on the other hand, the scheme 
suggested in the previous paragraph be accepted, 
the provinces will obtain a fair share of the 
yield of taxes on income. The division of the 
proceeds of the tax between the different provinces 
is not likdy to present an insuperable difficulty. 

The, next important 8Q!ll'ce of revenue which 
is at present provincial is stamps. There is no 
dispute about judicial stamps and stamps used 
for conveyances, etc. These are recognised 
by all as eminently suited to be a provincial 
source of revenue. But there is consi
d;"abledilference of opinion as to whether 
commercial stamps should be central or pro
vincial. A. has already been noticed, the 
F'mancial Relatione Committee did not see 
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eye to eye with the authors of the Joint Report on 
this question. The Taxation Enquiry Committee 
express the opinion that in India it is not only 
highly inconvenient to have varying rates of duty. 
but also. so long as uniform stamps are main
tained Eor the whole country. it is not equitable to 
continue the system of division of sources as in 
the case of stamp duties. It can hardly be denied 
that there is considerable force in this argument. 
But the 6rst objection has already been met by 
keeping . legislation in respect of commercial 
stamps in the hands of the Centrall...egislature. 
and this procedure is sure to be continued in 
future. As for the second. it is true that postal 
stamps are used also for various commercial 
transactions. aDd there is some amount of practi
cal difficulty in dividing the proceeds of such 
stamp duties between the Central and Provincial 
Governments. But.ru. difficulty is not of a 
very serious character; and if the worlting 
arrangements which exist between the G0vern
ment of India and the provinces are ""mined 
&om time to time and revised whenever necessary. 
grievances may be removed or at least minimised. 
It is difficult to eee why the T uatian Enquiry 
Committee should make this particular head of 
revenue a question of equity. . The real problem 
is to make an equitable distribution of the total 
revenues of the country between the Central and 
the Provincial Governments. and for this purpoee 

• 
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to divide the sources of revenue in such a manner 
as to secure adequate funds for both. There can 
be no objection to .. retaining commercial stamps 
as a provincial source of revenue. if it is found 
that. without this resource. the funds of the 
provinces will not be adequate. 

In view of the experience of the past few 
years that the resources of some of the provinces 
have not been equal even to their ordinary require
ments. and liaving regard to the fact that Provin
cial Governments have been entrusted with the 
management of subjects which urgently call for 
devdopment. the great need of the hour is to 
make a substantial addition to provincial funds. 
lE it be now decided to make over a portion of the 
proceeds of the income-tax to tJte provinces and 
at the same. time to transfer commercial stamps 
to the GovernmeJ;lt of India. the gain of the 
provinces will amount to very little.· A careful 
consideration of all the aspects of the question. 
therefore. leads to the conclusion that commercial 
stamps should continue to be provincial. 
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The remaining 10urCes of revenue at present 
under the control of the Provincial Governments 
do not call for any change. Forests will of ~urse 
remain provincial ; and so will fisheries. which. 
however. can hardly be regarded a rev~ue
earning department. The income derived from 
the registration of deeds and documents will 
continue to be a provincial resource. 

Power has been conferred by Schedule I to the 
Scheduled T ues Rules on the pro~ciallegisla
tures for the levy of a number of additional taxes. 
This power has been. exercised in some provinces 
in regard to some of the tues. but such exercise 
hal not resulted in a aubatantial addition to their 
resources. The other tues mentioned in the Sche
dule have "not been considered quite auitable for 
imposition. Nor are any of these. except one, 
likely to brina much revenue into the provincial 
exchequer in future. • A tu on advertisements 
may yield small luml in the larger towns. A to 
on a specified IUZliry, is open to the objection 
that it may compete with import duties; in any 
case, it is more luitable for imposition by muni
cipalities than by a Provincial Government. So 
also, a to on land put to uses other than agricul
ture is more fittingly a resource for local bodies 
than for the provincial treasury.. The increment 
of urban land values is at present toed by muni
cipalities in the shape of eohanced • ments 
at bed intervals. If the Provincial Governments 

45 • 
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enter upon this sphere of taxation. the resources of 
local bodies will be unduly curtailed. Besides. 
there are likely to be practical difficulties in ascer
taining. with any approach to accuracy. what 
increments are earned and what are not. 

A considerable amount of taxation is at present 
levied on property changing hands at the death of 
the owner, in the form of stamps. and the proceeds 
go to the provinces. A development of this sort 
of taxation is provided for by schedule I (2) to the 
Scheduled Taxes Rules. Taxes on succession or 
acquisition by survivorship are likely to be a 
productive resource in future. These may. on the 

.. whole. be regarded as a desirable form of taxation: 
but various difficulties-some of them of a practical 
character-have so far s~ in the way of sub
stantially increased revenues being obtained from 
such taxes. This source of revenue should be 
left in the hands of the Provincial Governments 
in order to secure to them the means of develop
ing provincial subjects. The question whether 
inheritance taxes should belong to the Federal 
Governments or to the component States has given 
rise to much controversy in other countries. 1 They 
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'form a State resource in the United States'; but 
in Australia the proceeds are divided between the 
Commonwealth and the States. The T ax\tion 
Enquiry Committee suggest that. so long as only 
a probate duty is taken on a moderate scale. the 
present system of crediting it to the provinces 
should be continued; but that the question ~ould 
need further consideration if a high progressive 
duty on the lines adopted in Europe were to be 
imposed. This is a matter on which no decision 
is needed at the present moment. Centralisation 
may be necessary in order to .ecure uniformity. 
but it would hardly be desirable to curtail the 
.phere of provincial resources. The further sug
Restion of the T uation Enquiry Committee that 
death duties may afford a balancing factor may 
be left over for consideration on a future occaaion. 

So much for the readjustment of sources of 
revenue between the Central and the Provincial 
Governments. We now proceed to consider the 
re-distribution of provincial resources among the 
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different provinces. In the future scheme of re
distribution due care will have to be taken to 
guarci against a number of errors which crept 
into the financial arrangements of the Montagu
Chelmsford Reforms. The injustice and the 
anomaly of the present system arose very largely 
Rom the fact that the distribution of revenues 
was not made on well-defined principles. The first 
thing. therefore. that is needed now is to find out a 
proper basis of distribution. Three possible tests 
may be thoug.ht of in this conn exion. namely. 
revenue. population. and needs. 

Of these. the most equitable criterion will be the 
total amount of revenue raised within a province. 

, By a careful study of statistical data it will be 
possible to calculate. approximately. if not with a 
reasonable degree of aCcuracy. the amount of 
revenues. which may be said properly to belong to 

each province. When these estimates have been 
made. the distribution of resources ought to be 
made in such a manner that each province may 
get that portion of ·its revenues which is left over 
·after the share of the Central Government has 
been deducted. As such an arrangement will be 
based on a sound principle. no province will 
hav~ any reasonable ground for feeling aggrieved. 
whatever may be the amount of revenue which 
comes to it. It is likely. however. that the accept
ance of this principle will lead to a complete 
change in the positions of the different provmCe8 
• 
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in the order of allocation of resources. It may 
quite conceivably happen that those provinces which 
have received favoured treatment under the present 
system will lind themselves in possession of much 
amaller revenues as the result of such are-arrange
ment. But as they have already adjusted their 
expenditure to their existing revenues. retrench
ment will be needed. which may prove harmful 
to the interests of the people. There being no 
dean alate to write upon. it will hardly be possible 
to ignore existing circumstances. However equit
able. therefore. this criterion may be from the 
ltandpoint of pure theory. it will be difficult to 
adopt it in practice as the sole guiding principle 
for the purpose of are-adjustment. 

Population will offer another alternative test. If 
this basis be accepted. provinces like Bengal and the 
United Provinces will have substantial gains. while 
Bombay and Burma will lose heavily. In fact. the 
population test will 10 alter the present 6nancial 
arraJIiements that no- practical financier is likely 
to accept it as a criterion by itself. This test. 
however. should always be kept in view 10 as 
to correct the errors of any other scheme that 
may ba decided upon. 

The least satisfactory criterion is expenditure. 
It tend. to give a premium to such provinces as 
have been extravagant in the put in the manage
ment of their reaources and to penalise those 
provinces which have been unfairly treated in the 
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past by the Government of India or the expenditure 
of which has been kept down by superior orders. 
The only thing which can be said in favour of this 
test is that it has.a close relation to existingfacts. But 
the force of this argument considerably diminishes 
when it is remembered that these actualities them
selves have been artificially and arbitrarily created. 
Past expenditure ought not. therefore. to be ac· 
cepted as a test in distributing provincial revenues. 
If this factor is to be taken into consideration at 
all. the period with reference to which standard 
expenditure is to be considered will have to be 
fixed with great care. It seems that the average 
of the first three years of the reformed system 
'would be more suitable for this purpose than any 
other. These were years in which additional 
expenditure was needed in' all the provinces owing 
to revisions in salaries. but as provincial contri· 
butions were levied •. the differences in the standards 
of expenditure in the different provinces were not 
80 great as they are at the present moment. 

But a variant of this criterion. namely. needs. 
will form a far better test thaa elI:penditure. A great 
deal of investigation. however. will be ·needed to 

find out the present and the future needs of the 
different provinces; but even then. it will be difficult 
to secure elI:act measurements. 

It is. thus clear that none of the three tests. if each 
be taken by itself. is likely to prove satisfactory. But 
a combination of the three criteria is likely to yield 
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the best results in present circumstances. Such 
a scheme will not perhaps give perfect satisfac
tion to any province; but dissatisfaction will 
be reduced to a minimum. It wiH be more free 
from defects than any other system. and 8ubstan
tial just i ce is likely to be done to all the pro:vinces. 
This scheme may also be expected to work with 
the least amount of friction. 

Let us now discusa what heads of revenue 
ought to be made over to the provinces. Two 
guiding principles may be laid down in this con
nexion. The first is. that the scheme of redistri
bution 'must be an equitable one. This is a 
matter of the greatest importance. So long as an 
imperial Iystem existed. it did Dot matter much if 
there were lome inequalities in distribution. 
Under such a system it was expected that. when
ever a province was in trouble. the Government 
of India would come to its rescue. But the 
position is different now. When a distribution of 
resources is made' on the basis of provincial 
autonomy. it is essential that every province 
should get its just and legitimate share. This will 
result in placing the various provinces on 
• footing of as much equality as possible. It 
should be borne in mind. howeves:. that symmetry 
is not equality. and that apparent equality may 
turn out to be real inequity • To ensure sui>
stantial equality between the different 'provinces 
and to deal equitably with all of them. it 

• 
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will be necessary to give due weight to the 
three prinCiples mentioned above. namely, 
amount of revenue collected in a province. its 
population. and the expenditure required to meet 
its essential needs. In considering the revenues 
of a province. the mistake made by the authors 
of the Joint Report as well as by the Meston 
Committee should be avoided. They started by 
labelling certain heads of rdenue as imperial 
and others as provincial. Such distinction is not 
only incorrect in theory. but has been found to 
yield extremely unfair results in practice. In 
considering needs. it will not do merely to 
ptIculate the existing charges. but it will be 
necessary to take into account all essential require
ments particularly those which have been neglected 
in the past. 

The second principle is that every province 
should be given some elastic and expansive sources 
of revenue. This principle. unfortunately, was 
not kept in view by either the authors of the Joint 
Report or the Committee on Financial Relations. 
But it must not be ignored on the occasion of 
a resettlement. The yield of each of the sources 
of revenue will have to be carefully w«ked out 
for each province, and the possibilities ~ future 
expansion will have to be consideJed. 

In. a~mpting to give effect to these principles it 
will perIuips be found that. if the same sources 
tlf revenue are allocated to all the provinces. there 
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ia the likelihood of an injustice resulting to 
lOme provinces. One obvious and easy method 
of ensuring equity would be to give subsiclies to 
provinces receiving inadequate resources as the. 
result of the general c1istribution. While 8uch a 
method would be welcome as a temporl!l'Y ex. 
pedient. it would be open to objection on various 
ground. in a scheme of permanent arrangements. 
There ia the possibility that subsidies would be 
looked upon in 80mequarters as II doles" in 

. another form. Such a scheme might also be 
considered as antagoniatic to the principle of 
provincial autonomy. 1 

The second method would be to transfer such 
important heads of revenue to the provinces as 
would make the positions. of all the Provincial 
Governments absolutely secure. But thia, might 
result in weakening the financial position of the 
Central Government. and the deficits in the central 
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budget would have to be met by contributions 
from the· financially stronger provinces. Such a 
system was given a trial~though an unfair one
and abandoned. A reversion to it is sure again to 
give rise to a great deal of clamour and trouble in 
some of the provinces. 

. The last alternative would be the adoption of a 
system of divided heads of revenue. The objec:
tions urged against this system. as has already been 
shoWD. are not of a vital character. If the 
principle of divided heads be adopted. substan
tially equal treatment of all the provinces might be 
ensured by giving different proportions of such 
peads to the different provinces. In the new 
scheme some sources of revenue would be entirely 
central. and some others entirely provincial : while 
a few "tiould be divided. Of these last. one or two 
would have to be used as .. balancing factors .. in 
order to correct errors or to remove any inequalities 
which might otherwise occur. and thus to secure 
adequate resources to all the provinces. The 
.. balancing factors" would. also be helpful for 
remedying any defects which might be found in 
future in the working of the system. 

An indication has already been given as to which 
of the ~urces of revenue should belpng escIusively 
to the Central Government or the Provincial Govern
ments. and which should be divided. Import 
duties. salt. opium. the ezcise duty on petroleum 
and kero:sene. the net profits from railways. the 
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receipts from currency and coinage. tributes from 
Indian States. and all receipts from cf'ntral depart
ments would under this 8cheme be retained by the 
Government of India. Land revenue. irriga
tion. 8tamps. excise (with th~ exception of the 
income derived from opium and locally .manu
factured fqreign liquor). registration fees. and the 
tues mentioned in Schedule 1 to the Scheduled 
Taxes Rules. wOuld belong to the provinces. 
Income-tu would be divided between. the Central 
and pj~Vincial Governments •• Export duties and 
the revenue derived from locally-manufactured 
foreign liquor and from opium vench would be 
under the control of the Government of India, but 

. used .... balancing factors." 
; lhe' adoption of the acheme outlined above 

would result in an augmentation' at' the 
reeources of the Provincial Governments. The 
question now is. Where would the additional funds 
come from)"' There are two ways in which funds 
can be aecured.--fiist. by retrenchment in the 
budget ~ the Government of India. and second. 
by extra taxation. It need hardly be aid that 
the lint would be the more'desirable method. and 
it haa already been shown that it would not be 
impracticable. U the whole JIIlount required for 
the purpose of this acheme be not immediately 
available by means of retrenchment. partial effect 
may be given to the acheme just at the PI:! eat . 
moment. The normal growth of _ con_ 

• 
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quent upon the revival of trade and industry is 
sure . to place larger .resources at the disposal 
of the Government of India in the not very 
distant future. But no mere temporary adjustments 
will offer a sol~tion of the problem. The scheme 
should be framed in such a way that the whole 
of it may come into effect within a .. !easonable 
period. say ,ten years. and. in the meantime. the 
grievances of individual prcwinces may be redress
ed as far as possible. Fotinstance. varying pro

.. portions of the ~me-tax may be made 0-';& to the 
different provinces during the period of transition. 

Such 1It'. method is to be preferred to that of 
fresh taxation. for an)' addition to the existing , . 
burden of the people is likely to provoke dis-
content and thus militat~ against the success- of 
the 41Je<t'~scheme of redistribution. It should 
always be borne in mind that India is a country 
where great caution should be observed in making 
experiments in .taxation. In case. however. addition
al taxation he found absolutely unavoidable. the 
new taxes should be selected with anxious care 
and fqrethought 80 that the additional burden 
may not press unduly upon any clasarof the 
population. 
. Looked at frOm the purely theoretical etand
point. direct Wr.~ seem to be more just and 
equitable than indirect taxes. But. in India. cir
cumstances are such that it would be dtremdy 
difficult to rRise a subauuatfaJ amount of additional 
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revenue by means of direct taxation alone. A well
thought-out IChemein which direct and indirect 
taxes are judiciously combined would. therefore. 
have to be devised. The T nation Enquiry Com-' 
mittee devote lome attention to the question of fresh 
taxes which may be levied in future.. Their 
luggestio~vshould be given careful consideration. 
although it may not be possible or desirable to . 
give effect to all of them in thil connexion. 

The.8uggestion of the majority of the Com
mittee '~uding the imp08iti", of an export duty 
on oil-aeeda is a lound one. ~d may be accepted. 
An excise duty on aerated water.. would be 
an unobjectionable way· -of raising revenue. but 
how far it would be productive is a matter of 
doubt. An uciae' duty on patent medicines. 
accompanied by the application Of a similii't Uuty to 
imported patent medicines. is regarded by the Com
mittee as a lui~e (orm of taxation; but whether 
or not IUch • duty Would be regarded as lIDobjec
tionable by the public is not quite~ .. There 
caD be 'no objection to an a:~ duty CXl locally
made cigarettes and pipe tobacco accompapUed by 
a hig~ rate of customs duty on imported c:igva 
and cigarettes. But country tobacco does not _ 
to be a suitable subject for taxation. Apart from 
the practical difficulty of impoeing such. tax. it is 
IW'e to be reaented by the rna es of the popu-

• 
lation. Tobacco has. by long habit bemme ODe _ 

of the conventionalne5 mries (or the poors 
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8ectiOns '·of the community, and to tax this artie 
• 

would be to increaSe appreciably the burden c 
their 8houlder8. • 

A moderate increase . of income--tax in tI 
·rates applicable to incomes above Rs. 10,0< 
fa ~egarded by the Committee a8 equitabI 
In: case of necessity ( thi8 8uggestion -a8 well I 

the. 8uggestion regarelillfi the levy of a ne 
rate of 8uper-tax of ~ pies .in the' rope 
'On incoin~ from Rs. 30,000 to Rs .. 50,OO( .. - - , .. - . 

,. 

. ,JJ1ay . be accel't~.Nor . should Jhere 1 

. any serious objection to' the 8uggestion that til 
super-tax bn .. companies IIhpuld be converted int 
,a corpOration 'pro&ts tax·and the exemption of th 
£lst . Rs. 50:000 be 'removed. Death dutie 
have become an important feature of the ta 
syat;ms'of almost all the aelvanced nations of.th 
world~ In India, however;Jhere are practical difii 
c:.ulties in the way of inLeritance taxes beIDg levied 
But, as~pointed, out byth; Taxation '~quU; 
COinmlttee, .. deatli duty on the lines of tlie 'E'nglisl 
EstaUl Duty would be an ~uitable f~ of taxa 

tion. .Such a tax. ho~er. ought to be left o;er fa 
future development after due' consideration of the 
various aspects of the question. .The ex~nsiol 
oJ the income--b.x., to landed incomes ~~d nol 
in . itself lie a Wrong method of raising- .dditional 
revenue. but it would be desirable tq' take up 
this ~estioD independently. instead of as partlof • ". . ' 

;acheme of redistribution-~ resources. 
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A'lew more' ·taxes .ritay be thought Qf in 

"addition t~ those considered by the Taxation 
Enquiry Committee. The. i,nport' tari/may 
eaaily bear' small additions in some -caSes; for. 
instance. the duty on imported .. cotton goods 
may' be raised to 15 per cent.. which is the 
general rate~ Although an:increaaehaa recently 
been made in the ·ezciee:.~ duty on petroleum 
for the purpose of . r~d -development~' a smaH 
further" addition is n~t likely to cause much , . 
"ardahip. Lastly,. dulJ' on the privtte imports 

:01 silver 'would be a legitimate, lource of in-
'~me. Such a duty \vould. aD the ona hand. tend 
'to appreciate the IIB'Vinis of the' ~ 'in the ~hape 
~.' . 

of ornaments. and. on t1te other, I!iscourage the 
habit of hoaiding. r If a duty on silver be leVied at 

. , I 0 per ceo ... alum ot a crore of rupeeS may be 
obt~ned without Dusin" h';dahip on anylXxly. 

~. . ' 

The aciepce of public finance has made Ii rapid 
progfess in recent yWs. But in no sphere. has ib 
advante ~ more marked th~ in" its:'dOrta to 

t' ._. 

attain the ideal. of justice. It.. is •• necessary 
that an earnest and ain~ attempt ahouIa be 
m~de to resli~ this ideal in the firuuicial relatiqps 
of this c:oqnlry. T IDle has come when the inequa
lities BIle!' inconsistencies of the" present syataa , , .. -
must be ~ded and the entire 6nana.) structure 
Of India ~ on principles of equity and ~. .. .' " .;. 

- • • -t 
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